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Walton Training
stands unequaled—
The latest successes of Walton trained men in Illinois C. P. A.
examinations are further proof positive of the thoroughness
and superiority of Walton instruction.
Here are the facts—
In May, 1922, Walton trained men won both the gold and silver medals.
In November, 1921, Walton students also won first and second place in
the Illinois C. P. A. examinations, as noted below:
G. R. Bagley
Henry Stark
Ernest R. Breech
A. G. Lindquist

Other Walton
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Illinois C. P. A. Examinations, May, 1922
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“
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“
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“
“

C. P. A. Medal Winners

Since 1914 eleven other men than those listed above have won gold or
silver medals in Illinois C. P. A. examinations.

Walton American Institute Honor Men
Seven times Walton trained men have been awarded high honors in American Institute
examinations, competing with graduates of all schools and universities throughout the
United States.
One hundred and fifty-four Walton men have successfully passed C. P. A. examinations
from November, 1918, to date.
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The Latest Advance in Bookkeeping
Its the New Remington Automatic
Lock Proof of Clearance
A lock—not a mere signal. Demands no watchingdemands nothing of the operator. Puts the whole burden
of proof on the machine—where it belongs. An error in
clearing a total locks the
machine instantly. Abso
lutely automatic—that’s
the story.
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This Expert Will Coach You
at Home for C.P.A. Examinations
PAUL JOSEPH ESQUERRÉ, as Head of the Post-Graduate School of Accountancy, has prepared
hundreds of men to pass C. P. A. examinations. He is one of the best known and most successful
teachers of practical accounting in the country.
He offers you now the most effective kind of preparatory training for examinations which you may
take advantage of at home in your spare time. Out of his wide experience he has developed a series of
accounting problems with full discussions and detailed solutions which you may have in

Practical Accounting Problems
In Two Volumes
Never before has anything like this material been available. Into
these two volumes Mr. Esquerré has brought the essence of his personal
instruction—almost the same individual guidance that is given in his
classroom.
Every problem is designed to give you a thorough understanding of the
type of problem it represents and the right strategy of approach. As
you develop the ability to solve problems by type you become competent
to master any set of accounting facts whether in an examination or in
business life.

Theory, Discussions, Solutions. In each problem, Mr. Esquerré
explains the theory involved, discusses points of law and business policy
that enter in, shows how the theory is applied, and works out the clear
and detailed solution.

Every Problem a Typical Accounting Situation.

prac
tical and logical business situation is the basis for every problem. You
are getting experience directly applicable to the demands of actual bus
iness—you are equipping yourself to handle any situation that may arise.
a

Special and C. P. A. Problems. Some of these problems have
been especially designed by Mr. Esquerré. Others he has adapted from
C. P. A. papers. They presuppose a working knowledge of accounting and
will admirably supplement any course.

Reproduced in Facsimile. To show the exact arrangement of the
statements reproduced, the text is printed in typewriter type on an 8½x11
inch paper. Flexible binding.

50 Problems Such as
Presentation of Financial State
ments.
Consolidated Balance Sheet.
Operation of Trustees.
Ascertaining Invested Capital—
Incomplete Books.
Presentation of Cost Results.
Present Worth of Contracts.
Detecting Inflated Inventories.
Accounting for Dividends Declared.
Statements Showing Application of
Resources.
Stock Brokerage.

Sent on Approval
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counting examinations.
The Ronald
They can also be studied
Press Company
with much profit by
20 Vesey St., N. Y.
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C. P. A.’s Know the
Reason for Elliott-Fisher’s Flat Writing Surface
Here it is:—The flat bed method
permits the whole bookkeeping job
to be done at one writing. No de
vice does such complete work so
rapidly, economically, and accurately
as the Elliott-Fisher.

Study the following three detailed
statements of what the machine
actually does:
1. It gives a complete record (written
description as well as figures) of
each transaction. Without both no
record is really complete or under
standable.
2. It saves the maximum of time and
labor by making the greatest num
ber of records or the greatest num
ber of legible copies of one record
at one writing. The invoice, the
bill of lading, the statement, the
ledger record, the analysis of sales

or purchases, any other related
combination of records, can be
made at one operation on the flat
writing surface, an exclusive El
liott-Fisher feature.
3. It establishes mechanical proof of
accuracy by means of the visual
audit sheet which automatically
proves each entry as it is written.

A letter to our general offices at
New York or a telephone call to
our representative in your city will
bring a number of suggested forms
to help you solve that perplexing
accounting problem. This is a part
of our free service to accountants
and system experts.
Elliott-Fisher Company
Canadian Pacific Bldg.
342 Madison Ave., New York, N.Y.
Branches in all large cities.
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The heads of departments are
in executive session regarding
a question of policy. “What
did we sell that company five
years ago?” some one asks.
One man of the five can tell.
He has the figures on a page
from a loose leaf ledger.
This man can answer all
questions because he has the
facts before him. He dispels
all doubts as to past records.
The conference decides the
matter in half the time and
with all the relating facts pres
ent. Facts are quickly avail
able when loose leaf books are
used for record-keeping.
National Loose Leaf Colum
nar Sheets and Outfits for
every purpose make account
ing easy. Each page is a de

tailed part of your company’s
history. Your expenses, sales,
costs, or other data are dis
tributed under specified head
ings or compared with other
years’ records. In short, you
have a complete picture in
figures of any phase of your
business and with least effort
and cost.
You will find National Loose
Leaf Devices and Supplies at
every good stationery store.
Ask for the particular ones you
need. If you are uncertain
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trade mark is our guarantee
that every loose leaf item is
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CLASSIFIED
ADVERTISING
For the employer seeking associates
or assistants and the man or woman,
versed in accountancy, seeking em
ployment, Classified Advertising in
The Journal of Accountancy has
proved an effective means of bringing
the “want” to the attention of those
most interested.
It carries the message to accountants,
students in; accounting schools and per
sons engaged in vocations in which ac
counting knowledge is an essential
factor.
The rates for classified advertising
are $9 an inch or fraction for one in
sertion and $7 an inch or fraction for
each repeat insertion, payable in ad
vance.
To appear in a particular issue the
advertisement must be received by the
twentieth of the month preceding such
issue. For example, an advertisement
to appear in the July issue must be at
the office of The Journal of Account
ancy, 135 Cedar St., New York, by
June 20th.

C.P.A. ACCOUNTING
Theory, Auditing and Problems
(Three Volumes)
by

George Hillis Newlove, Ph. D., C. P. A.
(Ill.;N.C.)
Dean, Washington School of Accountancy
Volumes I and II (bound) contain all the
theory and auditing questions given in
335 C. P. A. examinations, 32 lectures sub
stantiated as to each accounting point by
specific page references to the accounting
authorities, and 264 classified C. P. A.
practical problems. The 335 C. P. A. ex
amination papers covered include 40 N. Y.,
28 Ill., 22 Pa., 21 Wash., 17 Mich., etc., ex
aminations.
Volume III contains in a stamped post
binder (same size as bound volumes)
printed solutions and time allowances to
the 264 classified C. P. A. practical prob
lems.
Price $5.00 a volume postpaid. If re
quested, shipments will be made C. O. D.
with inspection privilege.

The White Press Company, Inc.
Departmental Bank Building, Washington, D. C.

C. P. A. COURSE AND THE
POST-GRADUATE COURSE
Our post-graduate coaching course has been de
signed to prepare candidates by quick intensive
training for the Examination. Now is an oppor
tune time for those who wish to take the Institute
Examination, and who feel the need of this work.
This course takes up practically all the points that
may come up on the Examination and shows the
candidate how to get his answer on paper, how to
cover the important points, within the time limit;
it also helps him to interpret the problems cor
rectly, a point on which so many good accountants
are weak.
For those not ready for the next Institute Ex
amination, our C. P. A. Course is recommended.
No knowledge of bookkeeping is necessary, but a
high school education, or at least a complete gram
mar school education, with business experience, is
essential. We start a man at the beginning and
carry him step by step through to his goal.
High School and College Preparatory Courses are
now ready and may be taken for those who do not
have the high school educational requirements.

These courses, as well as the C. P. A. Courses
and the Post-Graduate Course, are practically the
same as those conducted so successfully for 9 years
by R. J. Bennett, C. P. A. in evening resident
school. His C. P. A. Course was at that time ac
credited by the State Board of Pennsylvania. Write
for catalog.
Elective Courses: Accountancy, Auditing, Law,
Costs, Bookkeeping, Junior and Senior
Accountancy.
Our Courses are Adapted to Resident School Use
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ACCOUNTING
The only school in the U. S. devoted
exclusively to Cost Accounting.

Basic and Post Graduate Courses.
Resident and Correspondence Instruc
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Reading Courses.
All instruction is under the per
sonal supervision of J. Lee Nichol
son, C. P. A.

The first one-volume book devoted exclusively to
system building

Send for free booklet outlining
courses and terms.

and
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Dept. D
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BINDING
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The work is done in tan buckram
with title, dates and volume number
stamped on red leather on the back
bone.
When the magazines constituting
the volume are supplied by the sub
scriber the binding charge is $2.
Missing numbers, with the excep
tion of a few rare issues, will be sup
plied, if obtainable, at 50 cents each.
Binding orders and the magazines
to be bound should be mailed or de
livered to

The Journal of Accountancy

System Building

Constructive Accounting
By RAYMOND D. WILLARD
Lecturer on System Building, Northeastern College
307 pages, 6x9, 100 illustrations and forms.
$4.00 postpaid.

HE sale of this book is a revelation of the
big demand that has existed for a moderatepriced, one-volume book on system building.
System Building and Constructive Account
ing is based on several years’ practical experi
ence in installing business systems, and upon a
successful teaching of the subject for a number
of years. It gives the practical details con
nected with the building up and installing of
complete accounting systems—shows the account
ant how to set up financial forms, records, and
books so as to provide a systematic knowledge
and control of all accounting and financial trans
actions.
The complete accounting records of five rep
resentative firms and institutions are given to
show you the actual step-by-step process of build
ing up a system—from the preliminary investi
gation of the business to the design and installa
tion of the proper system. The author also pre
sents numerous concrete suggestions which make
the book invaluable for constant reference when
installation work is under way.

T

Examine it for 10 days FREE
FREE EXAMINATION COUPON
McGRAW-HILL BOOK CO., Inc.
370 Seventh Ave., New York

You may send me for 10 days’ examination Wil
lard’s SYSTEM BUILDING AND CONSTRUC
TIVE ACCOUNTING, $4.00, net, postpaid. I
agree to pay for the book or return it postpaid
within ten days of receipt.

Signed ..........................................................................
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City and State........ ..................................................
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CONSOLIDATED
STATEMENTS
EXPLAINED

Copy
Sent on
Free
Examination

a new book by
H. A. FINNEY,ph.b.,c.p.a.

“Examination convinces me that
Consolidated Statements is an ex
cellent work. I find it very inter
esting and believe it will prove of
great value in our office.”
—T. Jack Bagby, C. P. A., Raleigh,
North Carolina.
“A real help and guide for all ac
countants, in solving some of the
very perplexing questions that arise
at various times in their work.”
—Claude N. Hoke, Auditor, Black
River Telephone Co., Lowville,
New York.
“A valuable contribution to the
subject of accounting and well
worth the money.”
—J. C. Thurman, Green Bay, Wis.

HOROUGHLY explains the principles and illustrates
the preparation of consolidated working papers.
Illustrated with actual examples. The following are a
few of the subjects covered:

T

Consolidations, Mergers, Holding Companies—Balance
Sheet of a Holding Company—Subsidiary Surplus or
Deficit at Acquisition—Goodwill—Minority Interest—
Subsidiary’s Profits, Losses and Dividends on Holding
Company’s Books—Subsidiary Profits and Losses Taken
Up; Investment Account Carried at Cost—Inter-Com
pany Receivables and Payables—Unrealized Inter-Com
pany Profits—Consolidated Profit and Loss and Surplus
Statements: Separate Working Papers—Consolidated
Profit and Loss Statement, Surplus Statement and Bal
ance Sheet: Combined Working Papers—Problems—
and many other topics.

Send for a copy of this book for 5 days' Free
Examination. Use the time-saver coupon below.
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New York
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REPORT OF THE PRESIDENT*

Another year in the life of the Institute has gone from the
present forever and has been absorbed into that limitless past in
which all things which make for the good or for the ill of the
future have their birth and their sole origin. This is the process
of history. We who are a part of the present are charged with
the responsibility for shaping the future. The annual meeting of
the Institute which marks the close of one fiscal year and the
beginning of another is the natural point of rest when a balancesheet can be prepared and the historical record of the profit-andloss account can be interrogated so that those charged with the
affairs of the future may work in the light of the lessons learned
from the past. It is the time for taking stock, for closing the
books of the past and for opening the accounts of the future.
It has been the custom for your president to make his report
a review of the outstanding features of planning and accomplish
ment of the year which has been brought to a close by the annual
meeting and to invite attention to a consideration of the prob
lems of the immediate future. I ask your indulgence if I depart
from this established custom and not only deal with the items
which comprise the historical record of a year’s activities but also
comment upon some of the items that comprise the assets and
the liabilities in our metaphorical balance-sheet which presents
the present moral and intellectual position of the Institute—the
result of the whole of the past rather than the result of only that
brief interval of time which we call a year. With your permis
sion therefore this report will be both historic and homiletic.
Under the historic section let me invite your attention to only
a few of the outstanding events of the year and ask you to refer
* Presented at the annual meeting of the American Institute of Accountants,
Chicago, Illinois, September 19, 1922.
Copyright 1922 by The American Institute of Accountants
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to the reports of the council and of the executive committee for
a more complete review of the administration of the affairs of
the Institute during the past year.
During the year your president or your secretary or both
visited and conferred with groups of members in nearly every
section of the country. Under instructions of the executive com
mittee several topics were discussed and an expression of
opinion was obtained at meetings held in about thirty-five
cities.
One of the subjects discussed at these meetings was the
question of modifying the existing requirements for admission
to the Institute. As a result of these conferences and in accord
ance with suggestions by the council your board of examiners
modified its rules so as to carry out what seemed to be a con
sensus of opinion in respect to the admission of possessors of
C. P. A. certificates of an approved standard without an additional
examination by the examining board of the Institute. To ac
complish this result by means of a rule of the board seems
to be a better and a more desirable method of procedure than
to amend the organic law by any change in the constitution
and by-laws. Such a change is both unnecessary and unwise.
Another subject discussed at these meetings was that of cor
porate publicity and propaganda to be undertaken by the Insti
tute. The committee on professional advancement has now for
mulated plans and has addressed a circular letter to each mem
ber. Its programme can be inaugurated as soon as the requisite
financial support is assured. The oral and moral support given
to this programme seemed to be almost unanimous and very
enthusiastic. Approval and enthusiasm, however, will not suffice
to carry out this ambitious and expensive undertaking, and a
minimum of $100,000.00 a year for five years must be reasonably
assured before your committee can proceed with its plans.
Regional meetings of the Institute now seem to have passed
the experimental stage and have become an established feature
of Institute activity in a number of sections of the country. Dur
ing the past year regional meetings were held in Des Moines,
Pittsburgh, Hartford, Indianapolis, Cleveland and Boston. It
was my privilege and pleasure to attend and to address several
of these meetings. Instructive papers were presented and dis
cussed, and delightful social and professional relations were
established. The opportunities which regional meetings afford
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for bringing about closer association and cooperation between
accountants are many, and I would urge other sections of the
country to consider the organization of regions so as to avail
themselves of the benefits and the pleasures which these meetings
have been to those regions which have pioneered in this move
ment establishing a closer contact and a better spirit of coopera
tion among all practising accountants—non-members as well as
members of the Institute.
The so-called Capper bill, which follows the model C. P. A.
bill formulated by the Institute, has passed the senate and has
been recommended for passage by the house committee and is
now upon the house calendar. Everyone is familiar with the
pressing legislative programme which has engaged the attention
of congress during the past year and has prevented earlier
action upon this bill. It is hoped that the bill will be reached
during this session of congress. When it shall have been passed,
every political division of continental United States except
Alaska will have enacted C. P. A. legislation. All of this legis
lation does not measure up to Institute standards and some laws
are not always efficiently administered, but when it is remembered
how long it has taken the older professions to establish proper
standards (if indeed such standards have yet been established)
it is altogether encouraging to note the progress which ac
countancy has made in so short a time.
The hearings on the Capper bill and the opposition it received
from representatives of the now harmless District of Columbia
private corporation organized to deal in C. P. A. certificates has
done more to educate Capitol Hill upon the subject of account
ancy, its aims and aspirations than many years of affirmative
propaganda could have done.
The last annual meeting adopted a resolution which em
powered the council to formulate a rule of professional conduct
dealing with the question of proper publicity for a professional
accountant. Your president promised that no hasty nor ill-con
sidered action would be taken. Now that the committee on pro
fessional advancement has formulated a plan for corporate
publicity which only awaits your financial response to be put into
immediate operation, I believe that the time has arrived for
drastic action in respect to the scandalous practices which have
threatened to bring disrepute upon the Institute and our pro
fession as a whole.
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The National Association of Certified Public Accountants
was formed shortly prior to the last annual meeting. This or
ganization caused considerable distress to a large number of our
members and others. Its charter seemed to grant the right to
bestow the C. P. A. designation upon all those who purchased
its certificates. This attempt to commercialize the C. P. A. cer
tificate threatened to destroy the value which the certificate had
attained in many states of the union. The words “certified public
accountant” seemed to be in great jeopardy of becoming entirely
meaningless.
Your executive committee, however, promptly planned to
combat the threatened evil and in less than a year the legal steps
initiated by the Institute have resulted in a permanent injunc
tion which has forever allayed the groundless panic caused by
this unsubstantial spectre of fear conjured up by a combination
of those who do not love the Institute and those timid souls who
are frightened every time the wind blows above a zephyr.
With these brief references to some of the activities which have
engaged your president during the past year, I will leave the his
toric and come to the didactic portion of the last report it is my
privilege to make to you as president of the Institute. Follow
ing the unwritten law of our country, our constitution wisely
provides that the president shall not be eligible to re-election for
more than a second term. This address is therefore, not only the
annual report of the president, but it is also his valedictory. He
can only have the welfare of the Institute in mind and can not
be actuated by sentiments of personal ambition or pride of opinion
in taking advantage of the occasion and for the moment assum
ing the role of preacher and prophet.
We are sometimes prone to take a narrow and myopic view
of our immediate surroundings, when we should leave the valley
and climb a hill whence a broader vision may be obtained. My
father used to tell me a story about an old woman who had lived
her whole life in a valley entirely surrounded by hills. She had
never seen the landscape which unfolded itself beyond the hills
that had circumscribed her outlook. There came a time when
two of her grandchildren, whom she had never seen, visited the
place of birth of their ancestors. Among the points of interest
it was their desire to see was the ruin of a mediaeval castle on a
hill beyond those which surrounded the valley in which their
grandmother dwelt. An excursion was arranged and a vehicle
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was engaged to take them to the historic place and they per
suaded the old lady to accompany them on what to her was an
adventurous and hazardous journey to strange and foreign parts.
As the slow moving and deliberate farm-horses brought the wagon
to the brow of the hill and what seemed to her an unlimited
prospect was unfolded to her vision, her eyes filled with tears
and with emotion she exclaimed, “Children, how big the world is!”
Will you permit me to invite you to abandon the narrow and
circumscribed viewpoint which to our minds so often unduly
magnifies the little and unimportant things of life into things of
great size and importance? Let us together climb a hill whence
we may obtain a broader outlook and have a larger vision of the
purpose and the functions of this Institute to which we belong
and which should be to each of us, not only our alma mater, but,
may I say, our professional church in which we worship and
which we desire to employ as an instrumentality for increasing
the dignity and the usefulness of our profession.
“Rome was not built in a day,” says the hackneyed proverb.
The Institute was not built when its constitution was adopted,
nor do I believe that it would be entirely destroyed by adoption
of ill-considered amendments proposed by those for whom I pray
a larger vision and a nobler attitude of mind. The Institute is
a living and a growing organism. It has not reached perfection
nor can it ever hope to do so. Should the time ever come when
it can be said of the Institute, “It is finished,” the time will also
have come when its usefulness shall have passed and the breath of
life shall have gone out of it. It may seem to live for a time but
it will only be a living death.
The psychology of the present is the psychology of the
aftermath of war. It is a period of unrest and neurosis in all
departments of human activity. This spirit of unrest pervades
the social and the political atmosphere. Is it surprising that
it should also infect the Institute and its membership in their
personal and professional relations ? This is a time when men
need sane and unselfish leadership that the things which have
been so slowly and laboriously achieved shall not be lost and
the light of the present be succeeded by the darkness which
enveloped a former uplift of man in his struggle from chaos
into consciousness. We, each of us, have a duty to partici
pate in movements for the general well-being, but we have a
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more immediate duty to concern ourselves with the welfare
and the improvement of our own profession.
When the children of Israel returned from captivity to
re-establish their city of Jerusalem and to rebuild its walls,
the injunction was given them that each man should rebuild
the wall in front of his own house. It is the more immediate
concern of each of us to help solve the problems of our own
profession than it is to concern ourselves with the general
problems of our common civilization. If each of us gives the
best that is in him for his own profession or vocation, the
aggregate result must be the best for mankind in general.
In order to obtain a proper perspective of our problem
let me again refer to our metaphorical balance-sheet so that
we may see what assets have been acquired, what liabilities
have been discharged or are in process of liquidation and for
what liabilities we must yet provide. This will give us a
better understanding of the efficiency and usefulness of our
present plan of organization. It will enable us better to decide
whether or not it should be reorganized and the present
structure abandoned for one which some would have us be
lieve to be more habitable and better adapted to our needs.
In the process of the evolution of the organized profession,
the centralized and responsible authority of the Institute suc
ceeded the diffused and irresponsible authority of the old Ameri
can Association. This evolutionary process was analogous to
the one by which our present national union succeeded the federa
tion of states which ended with the adoption of the constitution
of 1789.
The organization of the American Institute of Accountants
was an attempt to supplement political legislation, which had not
always been for the best good of the profession, by the creation
of a national body which should control and regulate the practice
of the profession from within the profession itself. This can
be done far better by precept and example than by passing
statutes. Effectually to accomplish this result it was necessary
to give the Institute a thoroughly democratic form of organiza
tion—one which would prevent the government of the Institute
from becoming irresponsive to the majority opinion formed after
full discussion and careful deliberation. But it was also necessary
that it should have continuity and that it should avoid the proven
dangers which are inherent in applying town-meeting methods
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of government to any organization other than one of such small
geographical dimensions that every member personally knows
every other member and his problems.
The present plan of organization has accomplished the de
sired result; and suggestion to change it does not make for more
democracy but for irresponsibility and leads toward anarchy.
Let me urge upon you to take a national and not a local or
provincial view of your profession. It is my firm belief that but
for the Institute the C. P. A. certificate for which we have worked
so hard would today be nearly meaningless in most of the states
of the union. The creation of the Institute with the opportunity
thus given to the Institute’s board of examiners to evolve a plan
of cooperation with state boards of accountancy has not only
gone far toward the standardization of C. P. A. certificates but
it has been the means of preserving in many states what was so
laboriously gained only to be threatened by a condition which was
worse than to have had no C. P. A. law whatever.
The accomplishments of the Institute have been many. I
would like to enlarge upon some of them but, in view of the de
mands which this meeting will make upon the time at our dis
posal, it will be impossible to do so. To those who have carefully
followed the Institute’s course it will be unnecessary. A mere
mention of the library and the helpfulness of its bureau of in
formation; of the dignified and scholarly character of its in
creasing number of publications; of the standing and reputation
it has achieved among government officers and among eminent
bankers and business functionaries; of the ever-widening force
and power it is becoming in establishing standards and affecting
the professional conduct of practitioners; of the still greater op
portunities yet before us to make our beloved Institute an instru
ment of influence and power in upbuilding and increasing the
usefulness and the dignity of our calling—a mere mention of
these should suffice to convince you that if the Institute stands
by its present policies it will accomplish far more than if it is
blown about by every false wind of doctrine.
I have the greater part of my life behind me and I do not
believe that the observations which I have made and the ex
periences which I have had of men and of movements have
been altogether without profit in enabling me to have some
vision of the things which make for the greater good of man.
I would feel myself to have been false to a sacred trust did I
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not as my last official act call upon you not to heed the
preachers of discontent and did I not exhort you to stand firm
and not be stampeded by the spirit of unrest which is sweep
ing over the world and is of the kind that has always followed
in the wake of a great calamity.
Carl H. Nau.
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Reserves*
By H. A. Finney

The reserve account is a jack-of-all-trades and badly over
worked. It has to do duty in too many capacities and to serve
in too many liveries. It is, like Pooh Bah in The Mikado, Lord
High Everything. This fact is well stated by Mr. Montgomery,
as follows:
“The status of the reserve account is unsatisfactory
from the point of view of the professional auditor,
chiefly because the term ‘reserve’ is indiscriminately
applied to items which are essentially different.”†
This essential difference in the nature of various reserves
may be shown by three pairs of contrasted illustrations:
The first pair: when depreciation has reduced the value of
a fixed asset, we set up a reserve for depreciation. And when
market conditions have increased the realizable value of the
same fixed asset, we may set up another reserve for the unreal
ized profit. Thus one reserve measures the estimated increase
in the value of an asset.
The second pair: a company has capital invested in a mine
or other wasting asset. At the close of each period the reserve
for depletion is credited with the estimated value of the deposit
extracted during the period. This reserve measures a decrease
in asset values which has actually taken place in the past and
a decrease which is chargeable to the operations of the past. But
suppose that a corporation, after providing for all known losses,
sets up a reserve for contingencies. This reserve represents a
vague and problematical loss; one which has not yet been suf
fered, which may in fact never be suffered and should certainly
not be a charge against the operations of the past
The third pair: taxes are accrued at the end of the period,
and a reserve for taxes is set up. This reserve represents a lia
bility, and the offsetting debit records an expense. Contrast this
with a reserve for sinking fund, which is not a liability but a
part of the surplus. The entry setting up this reserve does not
record an expense; it merely records the fact that, because of a
* A paper read at the annual meeting of the American Institute of Accountants,
Chicago, Illinois, September 19, 1922.
† R. H. Montgomery, Auditing Theory and Practice, 1922, vol. I, page 267.
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contract with the bondholders, a portion of the surplus is tem
porarily not available for dividends.
From these illustrations it appears that some reserves are
set up because actual expenses or losses have occurred in the
past; others are set up because contigent losses may possibly
occur in the future; others indicate that profits could be realized
by the sale of fixed assets; while others represent neither a profit
nor a loss, but a temporary earmarking of a portion of the
surplus.
Some reserves are a part of the surplus; some represent real
liabilities; some represent contingent liabilities; some are related
to assets, and these asset reserves may show that the property
has already decreased in value, or that it may possibly decrease
in value at some time in the future, or that it has actually in
creased in value. Some reserves are set up by charges to profit
and loss, some by charges to surplus, and some by charges to asset
accounts.
This multiplicity of reserves, meaning so many things, set
up in so many ways, and appearing in so many places in the
balance-sheet, is bound to result in confusion. This confusion
ought to be avoided. Any term appearing in the balance-sheet
should, if possible, be self-explanatory, and the term “reserve”
can scarcely be self-explanatory when it may mean a deduction,
already suffered, in the value of an asset, or a possible future
deduction in the value of an asset, or an unrealized profit, or a
real liability, or a contingent liability, or a mere segregation of a
portion of the surplus.
If the term “reserve” is not self-explanatory, and if the dan
ger of confusion is real, it would seem desirable to limit the use
of the term to a few accounts, all of a similar nature; and this
would in turn require the development of a larger, richer and
more precise vocabulary, supplying terms by which to designate
accounts which are now called reserves, but to which that title
would no longer be applied.
Any alteration or attempted standardization of accounting
terminology can be expected to have cogency only to the extent
that it is sanctioned by the American Institute of Accountants.
It is proper, also, to expect that the institute, in considering
suggestions of this nature, should act through its committee on
accounting terminology. As this committee has asked for sug
gestions and co-operation from the membership of the institute,
250

Reserves

the proposals as to terminology offered in this paper may be
considered an open letter addressed to the committee.
Classification of Reserves.
Before discussing various reserves and offering suggestions
as to terminology, I wish to submit a classification of the ac
counts to which the term “reserve” has been applied. Various
classifications have appeared in texts. One writer classifies them
as real and nominal; another as operating and non-operating;
another as necessary and voluntary; another as valuation reserves
and proprietorship reserves; another as reserves out of income
and reserves out of surplus. It seems to me that there should
be three main groups, with subdivisions, as follows:

I.

Profit-and-loss reserves, set up by debits to profit and
loss, because some expense, properly chargeable to cur
rent operations, has resulted in
(a) A decrease in the value of an asset; or
(b) The creation of a liability.
(For the sake of emphasis I may say that later in this
paper I shall suggest that the term “reserve” be re
stricted to accounts of this class, and that other terms
be applied to accounts belonging in other classes.)

II.

Surplus reserves, representing
(a) Conservative provisions for possible future
losses, not already incurred; and
(b) Appropriations of surplus, ear-marked as un
available for dividends because of
(1) Contracts with bondholders, other cred
itors, or preferred stockholders, in rela
tion to sinking funds.
(2) Action by stockholders or directors in
tended to limit the payment of dividends
for various financial reasons.

III.

Reserves for unrealized profits.

This three-fold classification recognizes that some reserves
are set up because expenses and losses have decreased the net
profits; reserves of the second class represent, not deductions from
net profit or total surplus, but merely a division of the surplus into
two parts: surplus which is available for dividends and surplus
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which, for the time being at least, is not available for dividends;
while reserves of the third class represent unrealized profits
which, if put on the books at all, should be kept out of surplus.
Distinction Between Profit-and-Loss Reserves and
Surplus Reserves.

Before discussing profit-and-loss reserves I want to make as
clear a distinction as I can between profit-and-loss reserves and
surplus reserves. Profit-and-loss reserves are set up by charges
to nominal accounts or some section of the profit-and-loss ac
count, and are necessitated by the fact that some expense has
reduced the net profit for the period. Mr. Dickinson calls them
“necessary” reserves. The term “necessary,” as applied to these
reserves, does not seem sufficiently restrictive, because some ap
propriations of surplus which do not in any sense represent ex
penses or losses are necessary. For instance, a reserve for sink
ing fund is necessary if the contract with the bondholders re
quires it. However, Mr. Dickinson’s meaning is clear: the
reserve is necessary in order to determine the true net profit.
To be a true profit-and-loss reserve, the account must repre
sent a provision for an expense or a loss which has already been
incurred and is properly chargeable to current income. It is
not necessary that its amount be definitely ascertainable, but
there must be a certainty, or at least a high degree of probability,
that the loss has actually been incurred as a result of past opera
tions.
To show the difference between a profit-and-loss reserve and
a surplus reserve, let us assume that a company owns valuable
machinery which it uses in manufacturing a peculiar type of
product and it could not use in the manufacture of any other
product. A reserve for depreciation will be necessary because of
the certainty that depreciation is continually taking place. Since
depreciation is a proper charge against current operations, the
reserve for depreciation is a profit-and-loss reserve.
But there is also a possibility that the product manufactured
by this machine may be superseded by some other article, or that
a new machine may be invented which will render the machine
now owned obsolete. It may therefore be desirable to set up a
reserve for supersession or obsolescence. This will not be a
profit-and-loss reserve because the loss has not yet occurred,
there is no certainty that it will ever occur, and even if it does
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occur it will not be a result of the company’s operations. If a
provision is made for this possible loss—and it would be con
servative to make such a provision—it should be made out of
surplus, and the account representing the provision should be
recognized as a part of the surplus and so be shown on the
balance-sheet.
Having made this distinction between profit-and-loss re
serves and surplus reserves, I wish to make two suggestions as
to terminology before proceeding to a further discussion of
profit-and-loss reserves. These suggestions are:
First, that the term “reserve” be applied only to accounts
set up because of operating expenses or losses, and that accounts
set up out of surplus to provide for contingent future losses shall
be given some title other than “reserve”.
Second, that if the amount of the operating expense or loss
can be definitely computed it should be booked in some manner
other than by crediting a reserve.
If these suggestions should be adopted, the reader of a bal
ance-sheet could be sure that all reserve accounts appearing
therein represent provisions for operating expenses actually in
curred and not merely contingent, but impossible of exact com
putation at the present time. And if self-explanatory titles can
be found for the other accounts now appearing as reserves, much
of the cause for confusion will be avoided.
Profit-and-Loss Reserves.
Profit-and-loss reserves, set up because of current operating
expenses, may be divided into two sub-classes: reserves represent
ing deductions from the value of assets and reserves represent
ing liabilities.
Let us consider the first sub-class: reserves representing de
ductions from the value of assets. I have suggested that the
term “reserve” be used only in case the amount of the expense
or loss, and consequently the amount of the decrease in asset
value, can not be definitely computed. This is the case with the
reserve for depreciation, the reserve for depletion and the reserve
for bad debts. These titles should be retained. The layman is
already fairly familiar with them; the deduction of the reserve
from the related asset account makes the nature of the reserve
self-evident; and the layman can be relied upon to realize that
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an exact computation of the deduction is impossible and that the
reserve is only an estimate.
But reserves have often been set up to record decreases in
asset values which are exactly measurable. As an illustration,
let us assume that a company leases property for a period of
ten years and proceeds to make leasehold improvements which
will revert to the owner of the real estate at the expiration of the
lease. The asset of leasehold improvements decreases in value by
exactly one-tenth of the cost. Some accountants might set up a
reserve for leasehold improvements; but since the amount of the
annual reduction in value is definitely known, it would seem
preferable to write down the asset.
Turning now to the second sub-class of profit-and-loss re
serves, those representing liabilities for expenses already in
curred, we find that the amount of the liability may be only an
estimate or it may be definitely known. If the amount of the
liability is only an estimate, as in the case of accrued taxes, there
can be no objection to the use of the reserve title, although I am
inclined to believe that greater clearness would be obtained by
using a self-defining title such as “estimated liability for taxes”.
But when the amount of the liability can be accurately com
puted, it seems preferable to record the liability in some account
other than a reserve. Mr. Kester has stated this point clearly
and emphatically, as follows:
“Why unpaid expenses of any kind should be
called reserves for expenses when the amount of them
is definitely known has never been satisfactorily ex
plained; yet the practice is sometimes met. There is
some excuse in the case of expense items the amount of
which cannot be definitely determined either from the
nature of the item itself or other condition over which
the concern has no control. Thus, ‘reserve for wages’
is usually a misnomer, the title ‘wages accrued’ showing
the item correctly; but ‘reserve for taxes’, while just as
true a liability as the other item, may be justified on the
ground that the latter is only an estimate subject to
correction when the exact amount is known, whereas
the former is already definitely known.”*
Before proceeding to a consideration of surplus reserves and
reserves for unrealized profit, I should like to summarize what
* Roy B. Kester, Accounting Theory and Practice, vol. 2, page 415.
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has been said about proft-and-loss reserves. I have suggested
that the term “reserve” be used only in case the account is set
up because an actual operating expense or loss of unascertain
able amount is known to have occurred. If the loss is con
tingent and problematical it may be provided for out of surplus,
but the provision should not be called a reserve. If the loss is
certain in amount it should be recorded otherwise than by a
reserve.
Thus, estimated deductions from assets on account of de
preciation, depletion and bad debts and estimated liabilities for
expenses such as taxes would be recorded in reserves. Exactly
measurable deductions from assets would be recorded by writing
down the asset accounts; exactly measurable liabilities for ex
penses would be recorded in liability accounts. Contingent de
ductions from assets and contingent liabilities on account of ex
penses or losses which may or may not occur in the future would
be provided for as conservative appropriations of surplus.
Surplus Reserves.
This brings us to the second main class of reserves, namely
surplus reserves. These may be divided into two sub-classes,
as follows:
(a) Conservative provisions for possible or contingent
future losses; and
(b) Appropriations of surplus for financial purposes, such
as the sinking-fund reserve or the reserve for exten
sion of plant.
Both these classes of surplus reserves have this distinctive
and very important feature in common: they are a part of the
surplus and should be shown as such on the balance-sheet.
Dealing with the first sub-class, conservative provisions for
contingent losses, we find that it may be further subdivided, for if
the contingency becomes a reality the loss may result in decreas
ing the value of an asset or in creating a liability. To illustrate
a contingent reserve for loss on an asset, let us assume that the
books are closed using the market value of the inventory at
December 31st, which is lower than cost; but there is danger
that the market may still further decline, causing additional loss.
Consequently a reserve is set up by charging surplus and credit
ing a reserve for market fluctuations in inventory. This reserve
provides for a contingent loss on an asset.
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To illustrate a contingent loss which may result in a lia
bility, let us assume that this concern employs men to work in
its factory, and that there is a possibility that workmen may be
injured and liabilities for damages incurred thereby. A reserve
may be set up to provide for this contingent loss and contingent
liability.
Concerning surplus reserves for contingent losses, I wish
to express an opinion on four points:
First, when a reserve is set up to provide for a loss, the
profit-and-loss account should be charged only in case the loss
has already been incurred. If the loss is contingent, the charge
should be made against surplus. Thus, in closing the books at
the end of 1921, a reserve for possible losses in inventories due
to any market declines which may take place in 1922 should not
be charged against current profits of 1921, because the loss has
not yet occurred, it may never occur, and if it does occur it will
be a loss of 1922. If a reserve for accidents is being set up
at the end of 1921 because future accidents may result in lia
bilities, this reserve should be a charge against surplus.
I am willing to go so far as to say that a reserve for fire
loss, in case of self-insurance, should be created out of surplus
and not out of current income. It may sound radical to say
that profit and loss should not be charged when the reserve for
insurance is credited, and I am not sure that I would have the
temerity to make the assertion if I were not supported by the
good authority of Mr. Dickinson, who places the “provision for
insurance against future possible losses from fire and other insur
able risks” among the “mere allocations of surplus.”* More
over, it seems to be a position which can be logically defended.
Profit and loss ought not to be charged unless a loss has already
occurred. The amount may not be ascertainable, but it must have
occurred before profit and loss can properly be charged, and it
must have been the result of past operations. Now a loss can
not occur without reducing the value of an asset or creating a
liability, and conversely if the assets have not been reduced in
value and if a liability has not been created there can have been
no loss. This seems to be the case when a reserve for fire loss
is set up. Until the fire occurs, the assets are still in existence;
the net worth has not diminished; there has been no less which
is properly chargeable against operations (even assuming that
* A. Lowes Dickinson, Accounting Practice and Procedure, pages 149 and 150.
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a fire loss is an operating expense), and the reserve is a part
of the surplus. It may be argued that where available experience
figures are adequate to furnish a trustworthy estimate of the
future loss, a periodical charge should be made to operations to
equalize this loss in order to maintain uniformity. The answer to
that argument seems to be that an appearance of uniformity is
not desirable when there is no real uniformity.
The second thing I wish to say in regard to surplus reserves
for future contingencies is that if a loss does occur it should
be charged against the reserve only in case it is an extraneous
loss, and that if it is an operating loss it should be charged to
profit and loss regardless of the existence of the reserve.
To illustrate, assume that a reserve is set up at the end of
1921 for possible losses on inventories from market declines
which may take place in 1922. If the loss occurs it should be
dealt with as other operating expenses are dealt with and should
be reflected in the profit-and-loss account for 1922. Unless the
reserve is needed for other possible losses, it should be returned
intact to surplus. But if a reserve has been set up for fire losses,
the reserve may properly be charged in the event of a fire. A fire
loss is extraneous to operations; it is a proper charge to surplus,
and the reserve for fire loss is merely a portion of the surplus set
apart and retained for the purpose of absorbing such losses.
The third thing I wish to say is that, since such reserves are
in reality surplus, they should be called surplus, although the
title of the account should indicate that it represents surplus re
served or withheld from dividends in order to avoid a deficit in
the event of some specified loss. I suggest such titles as “sur
plus reserved for contingent fire loss,” “surplus reserved for con
tingent accident loss” and “surplus reserved for contingent in
ventory loss.”
The fourth thing is that these accounts should appear in the
balance-sheet as a part of the surplus. Thus in the balance-sheet
we might have:

Surplus:
Reserved for contingent fire loss.......... $25,000.00
Reserved for contingent inventory loss . 10,000.00
Total surplus not available for dividends 35,000.00
Free and available for dividends............ 60,000.00
Total surplus ..................................................................$95,000.00
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We now come to the second sub-class of surplus reserves:
those which are appropriations of surplus, not intended as pro
visions for contingent losses but designated as not available for
dividends because of a contract with bondholders or stockholders
or because of some financial policy of the management. In this
class we find the reserve for sinking fund, the reserve for work
ing capital and the reserve for extension of plant.
In discussing this class of reserves, I have six things to say.
First, it would be advisable to discontinue the use of the
term “reserve” and use in its place the term appropriated surplus
—thus, “surplus appropriated for sinking fund,” “surplus appro
priated for working capital” and “surplus appropriated for ex
tension of plant.”
Second, these accounts should be shown on the balance-sheet
as part of the surplus, thus :
Surplus:
Reserved for contingent fire loss............ $25,000.00
Appropriated for sinking fund.............. 10,000.00

Total surplus not available for dividends 35,000.00
Free and available for dividends............ 60,000.00
Total surplus ................................................................. $95,000.00
Third, in the case of so-called sinking-fund reserves, the ap
propriated surplus should be the amount which ought to be in the
fund if the corporation were exactly meeting its obligations in
the matter of contributions and if interest were being accumu
lated at the theoretical rate used in determining the amount of
the annual contributions. Thus the fund account will show
what is actually in the fund, while the reserve will show what
ought to be in the fund.
Fourth, these accounts should not be set up by charges to
profit-and-loss, and their existence should in no way affect the
profit-and-loss account. There was a time when the credit to the
sinking-fund reserve was offset by a debit to profit-and-loss.
This is no longer done, but many accountants still charge sinkingfund expenses against the reserve and credit sinking-fund income
to the reserve instead of passing them both through the revenue
account. Thus the existence of the reserve does improperly affect
the profit-and-loss account. It is wrong to charge profit-and-loss
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and credit the reserve when the cash contributions are made to
the fund, because current income is thereby understated; and it
seems equally incorrect to understate current income by credit
ing sinking-fund earnings direct to the reserve instead of passing
them through the revenue account.
Fifth, these reserves may be required by contract or they
may be optional. The trust indenture of a bond issue may
specifically require the segregation of surplus as well as the,
creation of a fund; or the requirement may be implied by the
provision that the sinking fund shall be provided “out of profits.”
The same may be said if the sinking fund is to be used for
the retirement of preferred stock.
It is often contended that an appropriation of surplus for a
sinking fund for bonds or for preferred stock is expedient even
though it is not obligatory. The argument in support of this
contention runs somewhat as follows: The bonds or preferred
stocks were issued because additional fixed assets were required
and the funds for their construction could not be spared from the
working capital. And since it is impossible to make sinking-fund
contributions and also to pay dividends to the full amount of
the profits without an eventual impairment of the working capital
it is advisable to set up a sinking-fund reserve or appropriation
of surplus to prevent the payment of dividends to the full extent
of the profits.
While it is true that the payment of annual dividends equal
to the annual profits would in many cases result in an impairment
of the working capital, it does not seem to follow that the
creation of an appropriated-surplus account is essential. It is not
essential if the directors can be relied upon to give due consid
eration to financial requirements when determining the amount
of dividends to be paid. Corporate directors as a class can
scarcely be charged with having sacrificed the financial stability
of the corporations under their control by unwise dividend poli
cies, and it is doubtful whether they need the self-imposed re
striction of an appropriated-surplus account. It is sometimes
said that the reserve is desirable to prevent stockholders from
clamoring for dividends equal to the balance of the surplus
account. If this reasoning is sound, the logical conclusion would
be that the directors should transfer from ordinary surplus to
permanent surplus all of the balance of the former account ex
cept the amount which can safely be paid in dividends. This
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surely is not necessary as the very purpose of the surplus account
is to carry the profits not to be distributed as dividends.
Sixth, if the sinking-fund reserve or appropriated-surplus
account is required by contract, it should not be returned to sur
plus until the last bondholder or preferred stockholder has been
paid off through the sinking fund. This question rarely arises
in regard to a sinking fund for bonds, but it does arise in regard
to a so-called sinking fund for preferred stock, because of the
difference in the methods of operating the two types of funds.
When a sinking fund is created for bonds, the bonds purchased
for the fund are held alive: thus the fund and the reserve steadily
increase in amount until the maturity of the issue. But the sink
ing fund for preferred stock is increased by contributions and
forthwith decreased by the purchase and cancellation of stock.
The fund rises and falls; it does not steadily accumulate. Then
why accumulate the appropriated surplus? Because the appro
priation of surplus is made in order to safeguard the working
capital, to avoid the jeopardizing of future earnings and to main
tain the company in an income-producing condition that will
enable it to meet future sinking-fund requirements for the retire
ment of the remaining stock. The last preferred stockholder to
be paid off through the sinking fund has the right to this pro
tection.
Unrealized-profit Reserves
Finally, we come to the third main class of reserves: accounts
which are set up because fixed assets have increased in market
value and because the write-up ought not to be carried into sur
plus. For these accounts I suggest the title “unrealized incre
ment.” For instance, “unrealized increment in land value” or
“unrealized increment in plant value.” Thus we would get away
from one more use of the term “reserve,” and the term “un
realized profit” is self-contradictory. If the increase in value is
unrealized it can not be a profit.
Some might say, Credit capital surplus. In my opinion
the word “surplus” should not appear in the title of an account
unless that account contains real surplus, either appropriated for
some reason or free for dividends. Let the surplus account
contain operating profits, and let the capital-surplus account con
tain extraneous additions to surplus which, though not arising
from operations, are nevertheless realized and legally available
for dividends.
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Others may say, Keep the increase in market value off the
books. This has often been said, but it seems to me that it is
not necessary. It is only necessary to make sure that the corpo
ration does not credit the increase to surplus and incur the risks
of using this credit for dividends. If the credit is passed to an
unrealized increment account, clearly understood to be unavail
able for dividends, and so shown on the balance-sheet, I see no
objection to allowing the corporation to show the present value
of its fixed property.
Summary.

To summarize, so far as terminology is concerned, I suggest
that the term “reserve” be used only when some expense, prop
erly chargeable to profit-and-loss, has decreased the value of an
asset by an indeterminable amount or created a liability which
can not be accurately computed. Thus the appearance of a re
serve on the balance-sheet would always mean that profit-and-loss
had been charged for an estimated operating expense.
If the amount of the decrease in the value of the asset is
exactly measurable, credit the asset account; if the amount of
the liability is exactly measurable, credit a liability account.
If the loss has not yet occurred, but is contingent upon some
future and uncertain event, any provision for the loss should
be made out of surplus; the account should be called “surplus
reserved” for this or that contingency; and it should appear on
the balance-sheet as a part of the net worth.
Mere appropriations of surplus, for sinking funds, working
capital, extensions, equalization of dividends, etc., should be
called “surplus appropriated” for such and such a purpose; and
so-called unrealized profits should be credited to unrealized-incre
ment accounts.
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Treatment of Foreign Exchange in
Branch-office Accounting
*
By Cecil S. Ashdown

In recent years, accountants have been confronted with
many old problems in new forms, connected with business
abroad. On referring to text-books and periodicals devoted
to accounting which have appeared from time to time it
will be found that, generally speaking, these touch lightly
on our present-day complexities. All appreciate the difficul
ties which an accountant has to face in preparing a financial
statement which involves profit or loss resulting from for
eign trading and in the proper presentation and preparation of
statements of profit and loss for taxation purposes.
Prior to the commencement of the world war, our inter
ests in foreign business as a nation were relatively minor in
character and largely confined to the disposal of our surplus
foodstuffs and raw materials, and limited to a few pioneers in
the foreign field who sought new outlets for specialities. In
terest in foreign trade and the development of our trade re
lations is now, however, widely distributed throughout the
country, and the accountant must be prepared to advise his
clients as to the preparation of the accounts of their foreign
business. Prior to the war, in this country, there were few
accountants and, probably, fewer business men who could
readily quote the exchange rates in the various countries;
in fact, it was hard to find quotations in many of our leading
papers. Today, foreign exchange rates are featured, and all
of us are more or less conversant with the current rates
prevalent in the principal foreign countries. I fully recog
nize that it is within the experience of many that the cur
rencies of some of our neighbors to the south were depreciated
to an extraordinary degree; but the volume of business con
ducted with these countries was small, consequently of little
interest to the great majority of accountants. Today, how
ever, the subject before us is one well worthy of careful con
sideration by all accountants whether they are concerned
with foreign undertakings or not.
*A paper presented at the annual meeting of the American Institute of Accountants,
Chicago, Illinois, September 20, 1922.
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I shall not attempt to discuss here the causes underlying
exchange fluctuations and the theories of economics in
volved, but I wish to bring to attention some of the difficul
ties which arise in attempting to translate the effect of these
fluctuations in the accounts of a business which, today, is
trading abroad. In the space at my disposal, it is impossible
to deal with more than one phase of the many different kinds
of foreign commercial branch activities, and I shall, there
fore, confine my remarks to a consideration of the accounts
of a manufacturer in the United States who markets his
product at home and also has branch houses abroad.
Branch Records
In the case of a foreign branch established in a country
where the currency was on a gold basis, up to comparatively
recent times, it was considered sufficient for all practical pur
poses to treat the rates of exchange as stable or fixed. A
par rate or a figure near that point, which facilitated con

version of transactions from one currency to another, was
adopted for the purpose of converting monthly transactions;
any entry necessary to bring to current rates, being of rela
tively minor significance, was treated as a profit or loss debit
or credit, usually on the home office books.
Since the termination of the world war, exchange rates
have been fluctuating violently, particularly in those coun
tries directly concerned in the war, so that at the present
time, except in a few instances, all sense of stability in ex
change rates has disappeared. As an illustration, the Italian
lire which was worth at par 19.30 cents has touched a low
point of 3.50 cents and is today about 4.45 cents or a depre
ciation of 76% from par, this in turn being a reaction from a
recent high point of 5.30 cents. Obviously under these con
ditions the conversion of transactions at a fixed rate is mis
leading and entirely unsatisfactory in making a presentation
of the results of a foreign-branch business.
From what I can learn some concerns today are still
adhering to the normal or pre-war basis of conversion and
in some instances presenting their consolidated profit-andloss account on these lines. In other cases a new fixed rate
has been established. Clearly when there is a substantial
percentage of reduction from par, which is fluctuating from
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month to month, the sales and expenses when converted at
these rates are both overstated and mean little, with the re
sult that the management of the business concerned is apt
to believe the volume of the foreign business and amount of
expense is much larger than is really the case, and thus the
management gets a distorted viewpoint of the foreign busi
ness, unless it confines attention to the accounts in local
currency.
It is essential that the accountant keep three distinct
points clearly in mind:
First—The home-office records must properly set forth the
investment in the foreign branch, and only such
profit or loss on exchange as affects this investment
should be taken up on the home-office books.
Second—The branch-office records must correctly set forth

its individual financial position from a local point of
view and only the exchange adjustments which af
fect the branch profit-or-loss account must be taken
up on the branch books.
Third—Both the home-office and branch balance-sheets and

profit-and-loss accounts must be so consolidated, that
the combined financial statements reflect the true
position from a consolidated standpoint.
The accounts to be opened and exchange entries to be
made in the books of the local branch or local incorporated
subsidiary company will depend necessarily upon the terms
of the contract between the branch and the parent company,
expressed or implied, which governs the conditions of pur
chase of goods from the home-office.
The branch-office must at all times show its true liability
to the home-office for purchases, which should be considered
separately from advances by home-office to finance the acqui
sition of local fixed assets. These advances are frequently
represented by capital stock of the local company or some
form of branch indebtedness other than current account.
Local working capital often is provided by home-office
through extension of credit for goods shipped to the branch
for local sale or provided by the accumulation of local profits.
In practice it will be found usually that where the branch
has been operating for a number of years its liability to the
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home-office on current account represents an accumulation
of credits for purchases less remittances on account of goods
purchased and local profits made. In these circumstances
the true liability of the branch to home office cannot be stated
without an adjustment of the profits or losses of the branch
of previous years. Where remittances have been made in
local currency, and there is no definite contract between
home-office and the branch, the probability will be that the
exchange loss debits in the home-office profit-and-loss ac
count have been overstated; on the other hand where the
branch has been making profits and has remitted more than
its dollar liability to the home-office for goods purchased the
charges to profit-and-loss for loss on exchange will have been
overstated in the local books.
It is a common practice to pay the local branch manager
a share of the local profits; for this reason, it is necessary
that the local profits be stated correctly. Further, today, as
many countries are basing taxation on profits, it is essential
that the local profits be . properly stated, so that proper re
turns may be made to the local tax authorities. We have no
monopoly on tax questions in this country, each and every
country has its own, and an accountant who has in his charge
the accounts of a dozen branches, in as many different for
eign countries, has his hands full of these problems, which he
cannot expect to cope with satisfactorily without assistance
from local counsel and local public accountants.
For the purpose of continuing the illustration we shall
assume the case of a manufacturer in the United States who
has formed a branch in a foreign country, which is either
conducted as a branch in the name of the parent company or
incorporated locally as a company with limited liability, with
or without local participation in the capital stock and with
all the rights and privileges of a company incorporated locally.
The relationship between the home-office and branch is that
between a manufacturer and a dealer—the former shipping
goods to the latter which disposes of the product. This illus
tration may be amplified in that the branch may purchase
additional goods locally or may manufacture part of the goods
it sells. Sometimes a service department is also maintained.
It is assumed that the manufacturer charges the branch for
all goods shipped at the same prices he would charge an in
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dependent dealer, i. e., a discount from domestic list price,
payment to be made in dollars against goods delivered at
destination. Under these provisions the exchange difference
existing when title to the goods passes to the branch forms
part of the cost of the goods and must be borne by the branch.
It follows that the branch manager must so arrange his local
selling price that it covers the loss on exchange; in other
words, the consumer must pay for the additional cost to the
branch incurred in remitting dollars.
The cost of goods purchased from the home-office will,
therefore, be expressed in local currency at the rate of ex
change ruling at the time the goods were acquired, which in
the illustration used, is the date of delivery at the branch.
If the goods were paid for immediately under the terms as
sumed in this illustration, there would be no further loss on
exchange to consider so far as the cost of goods purchased is
concerned.
In practice an interval of time almost invariably elapses
between the due date and the date on which remittance is
made by the branch. As the exchange improves or declines
in this interval the profit or loss resulting would be a financial
item and would be shown as such in the profit-and-loss ac
count, as distinct from the exchange difference which is in
curred when the goods are acquired.
Theoretically, each purchase from the manufacturer
should be converted at the current rates at the date of pur
chase and the inventory should be debited with these amounts
and the home-office current account credited. At the end of
the month the cost of the goods sold should be credited to
inventory and charged to cost of sales account at the values
at which the goods have been carried in the inventory. The
liability to home-office and the inventory should be restated
at the end of the month at the current rate ruling on the last
day of the month and the debits or credits resulting should
be carried to profit-and-loss as a financial gain or loss on
exchange. If the net result of these two entries to profitand-loss is a credit it would be sound practice to credit a
reserve rather than to increase the profit for the month.
In practice, where a large number of transactions is in
volved, it will be found extremely laborious to treat with each
on strictly theoretical lines, and abbreviated methods must
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be adopted. To facilitate the reconciliation of the account
between home-office and the branch it is desirable that the
branch carry the current account in both dollars and local
currency at the par or a fixed rate of exchange and the in
ventory of goods purchased from home-office on a similar
basis. The current account and inventory are thus both
understated where a depreciated currency is concerned.
Correctly to set forth the financial position of the local
branch it becomes necessary therefore to carry two accounts
for the inventory of goods purchased from home-office—the
first being at the fixed rate, the second account representing
the difference between value at current rate and the value at
the fixed rate of exchange. The same principle is also applied
in the case of the home-office account when the branch carries
the account in both local currency at a fixed rate and the
actual dollar liability to home-office, a second account being
set up to cover the additional cost over the fixed rate to be
incurred by the branch in remitting dollars.
In cases where the current account has been carried at
a fixed or par rate of exchange, and the inventory has been
valued on the same basis, it becomes necessary at some date
to adjust the liability to home-office to the actual indebted
ness. For instance, if the Italian branch owed home-office
$50,000 at the par rate of exchange, it would show on its books
an indebtedness to home-office of lire 259,000. If we assume
that the rate of exchange ruling at the date of the adjust
ment was twenty-five lire to the dollar the liability to home
office is actually lire 1,250,000, so that an additional liability
to home-office must be set up for the difference, viz., lire
991,000, which will be carried in a separate account, entitled—
say “home-office account, No. 2.” It will be appreciated that
part of this liability will be represented by goods purchased
from home-office and unsold at the date of this adjustment.
The inventory is at the fixed or par rate in local currency
and must therefore be increased to bring its value to the
current rate; and in order to facilitate the accounting this
increase is carried in a separate account entitled—say “In
ventory account No. 2.” The difference between the adjust
ment in the “home-office account No. 2” and in the “Inven
tory account No. 2,” will be carried to surplus account. It
is presumed that home-office has hitherto been carrying the
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reserve necessary to adjust this condition in the consolidated
balance-sheet, and it would be necessary to cancel this home
office reserve as the branch has now made the provision. At
the end of each month or period subsequently both the cur
rent account and inventory of home-office goods will be re
figured at the current rates ruling at the end of the period,
and the local profit-and-loss account will be debited or
credited, as the case may be.
I may mention that many complications can arise. For
instance, it will sometimes be found that a branch has re
mitted more than is required and that the home-office actually
owes the branch. Such a condition calls for special considera
tion as the branch in overpaying its account for purchases has
been remitting profits or funds accumulated by the creation
of reserves. In taking the loss on exchange on the amounts
so remitted the branch has assumed a loss which should have
been absorbed by the home-office. Remittances representing
profits or funds other than for payment of purchases should
be kept separately and the home-office should be charged
with local currency, which it will credit at the rate ruling
on the date of its receipt.
Home-office Accounts

Consolidated balance-sheet—The investment by home-office
in a branch which is a local company with limited liability
will appear on the books of the parent company usually as
(1) capital stock investment in the local branch company,
(2) the amount owing by the branch for goods shipped and
(3) advances to pay for fixed assets or other purposes.
If the foreign business is solely a branch of the home-office
the capital stock account is omitted. A fourth item appears
in the consolidated balance-sheet, viz., the surplus or deficit
of the local branch. It is often found that the fixed assets
located abroad are carried on the home-office books at cost,
but it would seem proper when local statements are required
for tax or other purposes, that these should be carried in the
branch books if proper deductions for depreciation, etc., are
to be admitted to the local profit-and-loss account.
The general principles to be adopted in converting the
assets and liabilities and profit-and-loss items are familiar, but
it is perhaps as well to recite them here.
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(1)—Convert fixed assets at rates ruling at time they
were bought or average rate ruling for purchases within
fiscal period. Where exchange fluctuations have been extreme
in the period covered and the purchases heavy it would be
safer to take actual rates ruling at dates of purchases or the
average monthly rate ruling when purchases were made.
These assets are for use in the business and they remain in
the foreign country; consequently they do not vary with the
current rate of exchange. In cases where there is extreme
depreciation of the exchange rates from par this rule must not
be followed too strictly and special cases must be dealt with
individually. It should be kept in mind that present values
of fixed assets from a branch viewpoint may be worth much
more than would appear in local currency owing to increased
cost of labor and material.
(2)—Convert current assets and liabilities at rates ruling
on last day of period. In the case of the home-office account
the branch will carry the dollar balance and the equivalent
in local currency at current rate ruling at the end of period,
the two current accounts with home-office described above
enabling the conversion to be effected easily. The inventory
of goods purchased from home-office is shown by the branch
in dollars and the two inventory accounts combined will be
at current rate of exchange. Current assets and liabilities
should be shown at values which would arise if liquidation
took place on last day of period.
(3)—Remittances will take the form of, first, payments
for goods in dollars to home-office, the loss on purchase of
these in the period being charged into the branch profit-andloss account through the “home-office account No. 2”; next,
payments representing profits will be in local currency and
will be credited at their value ruling at the date of receipt,
the home-office taking up the loss or profit involved, and,
lastly, proceeds of sale of fixed assets or securities or other
cash payments, not related to the current account for goods
purchased, will be converted at actual rate of exchange on
each transaction, the home-office taking up the loss.
(4)—Reserves will be converted at current rates where
they are to provide for local contingencies. The reserve for
depreciation of fixed assets should be converted at the same
rate used in converting fixed assets.
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(5)—Surplus at beginning of period will be converted at
rate used at beginning of period and profit-and-loss entries
at average rates ruling during period. If the period covered
by the profit-and-loss account is an extended one, and the
transactions were irregular and fluctuations in rates were
marked, it would be more correct to use a weighted average
rate. In organizations which make up monthly accounts, the
average rate for each month is a fairer figure than the aver
age for the year.
In reviewing the conversion of the various profit-and-loss
items the difficult question arises at what rate the charges
for depreciation on fixed assets should be converted. Under
the plan of balance-sheet conversion outlined the fixed assets
are converted at rates ruling at the time when they were pur
chased; it follows therefore that the depreciation should be
converted on the same basis, otherwise the proper deprecia
tion charge in local currency will have been set up on the
branch books, while the converted amount of depreciation in
the consolidated statements will have been understated.
Owing to the difficulty of continually adjusting the rate
for the conversion of depreciation, however, the plan may be
followed of calculating the depreciation in dollars on the dollar
value of the fixed assets and using the amount so obtained in
the place of the local currency amount converted at current
rates.
The branch trial balance thus converted will not balance,
and a debit or credit will be required to make it complete. It
will be found frequently that a debit ensues, as in many
branches the current assets have been partly financed by sur
plus accumulated in prior years and capital stock formerly
represented by a current account, which was permanently
capitalized at a previously higher rate of exchange. In
this instance therefore the debit represents the loss on ex
change on assets subject to fluctuation which are financed
through surplus and capital stock, and a reserve has to be
set up on home-office books to cover this shortage in values.
In the consolidated statement the home-office reserve off
sets the artificial debit on the converted branch trial balance.
If the branch has remitted profits, by payment of a divi
dend in the period, the exchange loss incurred at the time
when the dividend is remitted must be taken up on home
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office books. For illustration, if a branch surplus was accu
mulated when exchange was at par and the local currency,
at the beginning of the period, had depreciated, so far as the
surplus was represented by assets subject to loss on ex
change a reserve to cover this condition would have been set
up on the home-office books. When the dividend is received
by home-office this exchange reserve is debited with the loss
and surplus is credited, the balance of the credit to surplus
on account of this dividend coming through the cash account.
If the reserve on home-office books at the end of a given
period is insufficient to meet the shortage on the branch
office trial balance after conversion, the profit-and-loss ac
count must be charged and exchange reserve credited with
difference, this being a home-office exchange loss due to de
preciation of exchange rates on investment in current assets.
I would mention here that in practice it is well to accumulate
credits where possible and carry higher reserves than appear
necessary at a given date, as the instability of rates even over
a short period of time calls for conservative treatment.
Where surplus accounts have been permitted to stand on
the books of the foreign subsidiary over an extended period,
it is interesting to note that by converting the surplus at a
rate prevailing at the end of the previous period the surplus
account of the subsidiary may be stated much in excess of
its real worth. This over-statement is however offset by the
adjustment of the surplus of the parent company, which will
have been reduced because the exchange reserve has been
previously set up out of the home-office profits in previous
years.
I should like to call attention to one other account which
is important in dealing with the consolidated statement. Goods
are usually charged to a branch at a price which will leave
the home-office or manufacturer a small manufacturing profit.
This means that the foreign branch-office inventories, when
converted, are carried above actual cost of production in the
United States and a reserve or adjustment account must be
carried on the home-office books to bring the branch inven
tory to actual factory cost, for consolidated balance-sheet and
profit-and-loss purposes. If consolidated monthly statements
are prepared as promptly as possible after the closing date,
it follows that the ascertainment of cost of sales must be
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facilitated; hence the importance of showing the branch in
ventories of goods purchased from home-office separately
from inventories purchased abroad and keeping these inven
tories on a dollar basis, as well as in local currency.
The subject of foreign-exchange accounting is a big one
and I have skimmed the surface of one aspect of the situation
only. The practical treatment of transactions in foreign cur
rencies, where we are dealing with values which are fluctuat
ing and uncertain, is much a matter of compromise. Further,
the method to be adopted is dependent upon the nature and
volume of transactions to be recorded; a system which would
answer all reasonable requirements in some circumstances
would in other cases be too abbreviated. In any event we
must not allow our accounting recommendations to involve
enormous detail in our endeavor to meet the requirements of
theoretical perfection.

SUPPLEMENTAL MEMORANDUM, ILLUSTRATING
THE TREATMENT OF ENTRIES IN THE BOOKS
OF A FOREIGN SUBSIDIARY BRANCH
OFFICE AND THE CONSOLIDATION
OF ITS ACCOUNTS AT THE HOME
OFFICE
For the purpose of this example, the accounts are assumed
to be those of a French subsidiary company. The rates of ex
change used are as follows:
The
The
The
The

fixed rate of exchange ..............................................
rate ruling at the beginning of the period ........
average rate ruling during the period ...............
rate ruling at the end of the period .....................

Fcs.
5
10
9.50
9

$
1
1
1
1

It is assumed that the branch is engaged in distributing the
product of a manufacturer in the United States; further that
the goods are charged to the branch at factory cost price. The
statements illustrating the example may be summarized as
follows :
Home-office Records
Statement showing consolidation of home-office and branch
balance-sheets at beginning and end of period and treatment of
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the more important transactions in home-office books which arise
through trading with the branch in the period. (Statements
A, B, C, D.)

Branch Records
Balance-sheet at beginning and end of period, journal and
ledger. (Statements E, F, G, H.)
A

HOME OFFICE
CONSOLIDATED BALANCE-SHEET

(WORKING SHEET)

January 1st (Beginning of period.)
French Consolidated
Assets
H. O.
Branch
Total
Fixed assets .............................................. $500,000.00 $12,000.00 $512,000.00
Inventories .................................................. 200,000.00 10,000.00 210,000.00
Accounts receivable ................................. 150,000.00
4,000.00 154,000.00
Cash ........................................................... 25,500.00
2,000.00
27,500.00
Current account (Frenchsubsidiary) .
9,500.00
9,500.00
Capital stock (Frenchsubsidiary) ....
16,000.00 16,000.00
Deferred charges ......................................
5,000.00
500.00
5,500.00
906,000.00

3,000.00

Liabilities
Capital stock .............................................. 600,000.00
Surplus ....................................................... 269,000.00
Reserve for foreign exchange ..............
6,500.00
Accounts payable ...................................... 30,500.00

9,000.00
6,500.00
500.00

906,000.00

3,000.00

HOME OFFICE

909,000.00
600,000.00
278,000.00
31,000.00

909,000.00

B

CONSOLIDATED BALANCE-SHEET (WORKING SHEET)

January 31st (End of period)
Assets
H. O.
Fixed assets .............................................. $500,000.00
Inventories .................................................. 250,000.00
Accounts receivable ................................ 125,000.00
Cash .......................................... . ................. 35,500.00
Current account (French subsidiary) .. 12,500.00
Capital stock (French subsidiary) ........ 16,000.00
4,000.00
Deferred charges ......................................
943,000.00

Liabilities
Capital stock .............................................. 600,000.00
Surplus ....................................................... 270,000.00
Profit for period ......................................... 15,666.66
Reserve for foreign exchange ...............
5,388.89
Accounts payable ......................................... 51,944.45
943,000.00
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French Consolidated
Branch
Total
$12,000.00 $512,000.00
13,000.00 263,000.00
5,333.33 130,333.33
3,000.00
38,500.00
12,500.00
16,000.00
555.55
4,555.55

5,388.88

8,000.00
1,000.00
5,388.89
1,777.77
5,388.88

948,388.88
600,000.00
278,000.00
16,666.66

53,722.22
948,388.88
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HOME OFFICE

C

CONSOLIDATED PROFIT-OR-LOSS STATEMENT

FOR THE MONTH ENDED JAN.

31.

H. O.

French Consolidated
Branch
Total

19,000

2,000.00

177,000.00

Gross profit ........................... 125,000.00 19,000
Expenses ....................
110,000.00 10,000
Exchange loss or gain ...............
666.66
500

2,000.00
1,052.63
52.63

127,000.00
111,052.63
719.29

Net profit carried to balance-sheet 15,666.66

1,000.00

16,666.66

Cost of sales ................................ 175,000.00

9,500

HOME OFFICE

D

ACCOUNTS AFFECTED BY FOREIGN EXCHANGE TRANSACTIONS

IN PERIOD

Ledger

Surplus Account
Jan. 1 Balance .................................................................
31 Cash a/c French dividend (journal entry
No. 1) ..............................................
31 Exchange reserve, portion of exchange re
serve utilized on transfer a/c profits
(journal entry No. 2) ..................

$269,000.00

555.55
444.45
270,000.00

Reserve for Foreign Exchange
Jan. 1 Balance .................................................................
31 French subsidiary dividend account (journal
entry No. 2) .................................... 444.45
31 Profit or loss (journal entry No. 3) .............
666.66
6,500.00

Feb. 1

Balance b/d .........................................................

Profit and Loss Account
Jan. 31 Reserve for foreign exchange (journal entry
No. 3) .................................
Assumed profit of domestic business for month

6,500.00

6,500.00
5,388.89

666.66

15,000.00
15,666.66

(1)

(2)

Journal
Cash ...........................................................................
to surplus .................
being proceeds of dividend of 5000 fcs re
ceived when rate was 9 fcs to $
Exchange reserve ....................................................
to surplus ..........................................
being difference between amount actually re
ceived in cash for dividend and amount at
fixed rate of exchange
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(3)

Foreign exchange reserve ................... ................ $666.66
to profit loss........................................................
To adjust the exchange reserve to amount
required to cover loss on exchange on invest
ment in current assets other than for goods
purchased from home office. (See converted
branch balance-sheet statement F.)

$666.66

E

FRENCH BRANCH
BALANCE-SHEET, JAN. 1 (BEGINNING OF PERIOD)

Assets
Furniture, fixtures, real estate .......................
Inventory #1 (@ fixed rate 5 fcs to $)....
Inventory #2 (representing difference be
tween fixed and current rate) ..
Cash .......................................................................
Accounts receivable ..........................................
Deferred charges ................................................

Liabilities
Capital stock ......................................................
Surplus .................................................................
Home-office account No. 1 (@ fixed rate of
exchange) ...............
Home-office account No. 2 (representing dif
ference between fixed rate and
current rate) ..........
Accounts payable ................................................

Difference ....................................

Francs
60,000
50,000

Rate used in
conversion
$
12,000 5 fcs to $
10,000

10 fcs to $

50,000
20,000
40,000
5,000

2,000
4,000
500

225,000

28,500

80,000
45,000

16,000
9,000

5 fcs to $
do

9,500

10 fcsto $

do
do
do

47,500
47,500
5,000

500

225,000

35,000

do

Dr. $6,500
F

FRENCH BRANCH
(end of period)

BALANCE-SHEET, JAN. 31

Assets
Furniture and fixtures ....................................
Inventory No. 1 ................................................
Inventory No. 2 ..................................................
Cash ...............
Accounts receivable ..........................................
Deferred charges ................................................

Liabilities
Capital stock .....................................................
Surplus .................................................................
Profit or loss (current year) .........................
Home-office account No. 1 .............................
Home-office account No. 2 ...............................
Accounts payable ..............................................

Francs
60,000
65,000
52,000
27,000
48,000
5,000

Rate used in
$
conversion
12,000 5 fcs to $
13,000 9 fcs. to $
3,000
do
5,333.33 do
555.55 do

257,000

33,888.88

80,000
40,000
9,500
62,500
50,000
15,000
257,000

Difference

..................................
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16,000 5 fcs. to $
8,000
do
1,000 9.5 fcs. to $
12,500 9 fcs to $
1,777.77 do
39,277.77

Dr. $5,388.89
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1 Jan. 10 Inventory #1 .......................................... $15,000.00

2

“

20

3

“

21

4

“

31

5

“

31

6

“

31

7

“

To home-office account No. 1 ..........
To record purchase of goods invoiced
at $3,000.00
Inventory #1 ..........................................
To home-office account No. 1 ..........
To record purchase of goods invoiced
at $2,000.00
Home-office account No. 1 .....................
Home-office account No. 2 .....................
To cash ..................................................
To record payment of $2,000 to home
office @ lire 9.5 to the dollar
Accounts receivable ..................... . .........
To profit or loss account (sales)....
To record sales for month of January
Profit-and-loss account ...........................
To inventory No. 1 .............................
To inventory No. 2 .............................
To record cost of goods sold during
month of January which is arrived at
as follows:
Cost of goods sold $2,000
@ fixed rate =
fcs. 10,000
@ average rate for month
9.5 to the $ =
fcs. 19,000

10,000.00
10,000.00

10,000.00
8,000.00
18,000.00

38,000.00

19,000.00

Difference.........................
9,000
Cash ............... ........................................... 30,000.00
To accounts receivable .......................
To record receipts for month in settle
ment of customers’ accounts
31 Inventory #2 .......................................... 11,000.00
To home-office account #2 .............
Profit-and-loss ......................................
To adjust inventory #2 and home
office account #2 as follows:
Inventory at end of month
$13000 @ 9.5 to the dollar=117,000.00
Inventory #1—bal. 65,000.00
Inventory #2—bal. 41,000.00 106,000.00
Difference
11,000.00
Home-office account $12,500
@ 9.5 to the dollar
=112,500.00
Home-office account
#1 ........................ 62,500.00
Home-office account
#2 ........................ 39,500.00 102,000.00

10,500.00

Difference

The difference between the two above
adjustments, viz. 500 fcs., represents a
gain on exchange due to improvement
in exchange rates since the beginning
of the period.
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$15,000.00

38,000.00
10,000.00
9,000.00

30,000.00

10,500.00
500.00

Treatment of Foreign Exchange in Branch-office Accounting
8 Jan. 31
9

10

Surplus ........................................................ $5,000.00
To dividend account .............................
6¼% dividend on capital stock
“31 Dividend account .....................................
5,000.00
To cash . ...............................................
Draft in favor of home office in pay
ment of dividend
“ 31 Profit-and-loss account (expenses)... 10,000.00
To accounts payable .............................
Expenses for the month
FRENCH BRANCH

$5,000.00

5,000.00

10,000.00

H

LEDGER

Accounts Receivable
Jan.

1 Balance .....................................................................
31 Profit-and-loss (Sales) journal entry #4 ..
31 Cash journal entry #6 .......................................
31 Balance carried forward .....................................

Fcs.
40,000
38,000

30,000
48,000

78,000
Feb.

1

Balance brought forward ...............................

48,000

Jan.

1

Deferred Charges
Balance ....................................................................

5,000

Capital Stock
Jan. 1 Balance ...................................................................

Surplus
Jan. 1 Balance ...................................................................
31 Dividend journal entry #8 .............................
31 Balance carried forward ...................................

1

Jan. 1
10
20

21
31

45,000

5,000
40,000
45,000

40,000

Balance brought forward .................................

Home-office Account #1 (at fixed rate)
$
Fcs.
$
Fcs.
Balance ....................................
9,500
47,500
Inventory account #1 journal
entry #1 .................
3,000
15,000
Inventory account #1 journal
entry #2 .................
2,000
10,000
Cash journal entry #3........ 2,000
10,000
Balance carried forward... 12,500
62,500
14,500

Feb.

78,000

80,000

45,000
Feb.

Fcs.

1 Balance brought forward
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72,500

14,500

72,500

12,500

62,500
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FRENCH BRANCH
Ledger
Home-office Account #2
Jan.

1 Balance ...................................................................
21 Cash journal entry #3 ......................................
31 Sundries journal entry #7 .............................
31 Balance carried forward ....................................

Fcs.
8,000

10,500
50,000

58,000

Feb.
Jan.

50,000

Accounts Payable
1 Balance ...................................................................
31 Profit-and-loss (expense) journal entry #10.
31 Balance carried forward ....................................

5,000
10,000

1

Balance brought forward .................................

Jan. 31
31
31
31
31

Profit-and-loss Account
Accounts receivable journal entry #4 ..........
Inventory #1 and 2 journal entry #5..........
Sundries journal entry #7 ...............................
Accounts payable #10 ..................................
Balance carried forward ...................................

15,000

1

15,000
15,000
38,000

19,000

500

10,000
9,500
38,500

Feb.

58,000

Balance brought forward ................................

1

15,000
Feb.

Fcs.
47,500

9,500

Balance brought forward .................................

Dividend Account
Jan. 31 Surplus journal entry #8 .................................
31 Cash journal entry #9 ......................................

38,500

5,000

5,000
5,000

5,000
H2

FRENCH BRANCH
ledger

Furniture and Fixtures
Jan. 1

Jan.

Balance

1
10
20

31
31

Feb.

1

..........................................

Fcs.
60,000

Inventory No. 1 Account (at fixed rate)
$
Fcs.
Balance ............................
10,000 50,000
Home-office account #1 journal
entry #1 .....................
3,000 15,000
Home-office account #1 journal
entry #2 .....................
2,000 10,000
Profit-and-loss journal entry #5
Balance carried forward ........

Balance brought forward ....
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15,000

75,000

13,000

65,000

$

Fes.

2,000
13,000

10,000
65,000

15,000

75,000

Treatment of Foreign Exchange in Branch-office Accounting
Inventory No. 2 Account
Jan.

1 Balance ........................................
31 Profit-and-loss journal entry #5
31 Sundries journal entry #7....
31 Balance carried forward ........

Fcs.
50,000

11,000
61,000

Feb.

1

Balance brought forward ....
Cash

Jan.

1 Balance ........................................
21 Home-office account #1 and 2
journal entry #3 ..............
31 Accounts receivable journal en
try #6 ........ . ......................
31 Dividend account journal entry
#9 ......... ..................................
31 Balance carried forward ..........

1

Balance brought forward ........
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9,000
52,000
61,000

52,000
Fcs.
20,000

Fes.
18,000

30,000

5,000
27,000
50,000

Feb.

Fes.

27,000

50,000
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EDITORIAL
Restriction of Advertising
From the beginning of public accountancy as we know it
today in this country it has been the constant effort of its leaders
to establish their calling as a learned profession. All real friends
of accountancy have had ever before them the hope and the ex
pectation that the recognition which they themselves gave to the
status of their vocation would extend to the business, financial
and professional community. The time is long past when any
doubt could be entertained as to the propriety of classifying a
public accountant as a professional man. There are, of course
grades of professional excellence, but it may be asserted beyond
peradventure that the man or woman who offers to render pro
fessional accounting service to the public is entitled to classifica
tion as a member of a profession.
One fundamental difference between commercial and pro
fessional undertakings is the attitude of the participant toward
his own activities. It is quite right and proper for a man of
business to extol the wares which he has to sell. No one ques
tions the good faith or ethical standing of a merchant who de
scribes his merchandise in the highest terms compatible with
truth.
The professional man on the other hand is selling his own
innate and acquired abilities, and it is generally agreed that lauda
tion of a man’s personal qualifications, if not absolutely unethical,
is certainly in bad taste. With this in mind, the members of the
accounting profession have from the beginning sought to restrain
personal advertisement. The subject is old and rather hackneyed.
Hardly a meeting of accountants passes without comment and
discussion upon some phase of the advertising question. All
these discussions have been productive of good results. The
wider and more comprehensive the discussion the better for all
concerned.
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It has, however, been extremely difficult to reach a con
clusion, and many of those most opposed to advertising have been
reluctant to attempt to force their opinions upon other members
of the profession. Consideration has been protracted over many
years; but everyone has recognized that we have been tending
more and more to the time when there would be an actual rule in
hibiting personal advertisement.
Now the expected has happened, and the rule has been
adopted by the American Institute of Accountants.
The report of a special committee appointed in 1920 which
reported to the institute in 1921 is directly responsible for the
present enactment. The substance of that report was a recom
mendation that advertising should be prohibited. The report
led to prolonged discussion at the annual meeting of 1921 and
proponents and opponents, were given every opportunity to
express their views in full. After discussion the following
resolution was adopted:
“Resolved, That the committee’s report be apapproved and that it is the sense of this meeting that
the publication or circulation of ordinary simple busi
ness cards, being a matter of personal taste or custom
and convenience, is not improper, but solicitation of
business by circulars or advertisements or by personal
communications or interviews, not warranted by personal
relations, is unprofessional and should not be permitted.
It is desirable that the publication of books and articles
on accountancy subjects should be encouraged to the
fullest extent, but care should be taken that such pub
lications do not contain self-laudatory expressions. If
it deems it necessary the council is authorized to formu
late rules for the guidance of the members to the end
that a high standard of professional ethics and conduct
shall be maintained.”

At the meeting of council of the institute held in April, 1922,
it was resolved that the committee on professional ethics should
be directed to prepare a rule in accordance with the foregoing
resolution. The rule thus called for was presented at the meet
ing of council of the American Institute of Accountants held
September 18, 1922, and was adopted. Subsequently, the action
of the council in adopting the rule was approved by the institute
at its meeting of September 19th.
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The rule reads as follows:
“No member or associate of the Institute shall ad
vertise his or her professional attainments or services
through the mails, in the public prints, or by other writ
ten word; but any member or associate may cause to be
published in the public prints or otherwise, what is
technically known as a “card.” A card is hereby de
fined as an advertisement of the name, title (member of
American Institute of Accountants, C. P. A., or other
professional affiliation or designation), and address of
the advertiser without) further qualifying worlds or
letters; or in the case of announcements of change of
address or personnel of firm the plain statement of the
fact for the publication of which the announcement
purports to be made. Cards permitted by this rule when
appearing in newspapers shall not exceed two columns
in width and three inches in depth; when appearing in
magazines, directories and similar publications, cards
shall not exceed one quarter page in size. This rule
shall not be construed to inhibit the proper and profes
sional dissemination of impersonal information among
a member’s own clients or personal associates, or the
properly restricted circulation of firm bulletins contain
ing staff personnel and professional information.”

This rule, which becomes No. 12 of the rules of professional
conduct, was prepared by the committee on professional ethics
after careful consideration and drafting and redrafting. It is
believed by the committee that it covers the requirements of the
case adequately. It will be noted that the so-called “card”, for
which some accountants still maintain a fondness, is not forbid
den. As we interpret the rule, it is prohibitive of personal praise.
If that be the correct interpretation, we fail to see how there
may be serious objection to its enforcement. However, the rule
has been adopted, and is now embodied in the code of the
institute.

Chapters
When the American Institute of Accountants was founded
in 1916, various matters not included in the constitution and by
laws were omitted in the belief that their consideration would be
better postponed until the institute was more firmly established.
Among these questions was the formation of state or local
organizations to consist of members of the institute. Such sub
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sidiary groups, usually described as chapters, were strongly
favored by many members of the institute, and for some years
there has been a committee considering the whole question and
making recommendations from time to time looking toward the
permission to create local chapters if the members of the in
stitute residing in any given district so desired.
Difficulties have been met, chiefly because of the problem
arising in states where there are already strong state societies
many of the members of which are not members of the institute.
These difficulties, however, seem to have been largely overcome
by the general agreement that any form of chapter organization
should be optional. If the accountants in any section desire to
form a chapter, the thought was expressed that they should be
permitted so to do.
Finally the matter reached a definite conclusion in the adop
tion of an amendment of the constitution of the institute at
the annual meeting held last month. All amendments to the
constitution or by-laws of the institute before becoming effective
must be approved in writing by a majority of the voting members,
and it is therefore possible that the amendment adopted at the
meeting may not be ratified by the membership. The possibility,
however, is somewhat unlikely.
The amendment provides that article V of the constitution
shall read as follows:

“CHAPTERS
“Upon application to the council of the Institute
and subject to its approval, there may be organized in
any state, by members resident or having a place of
business therein, a subsidiary body to be known as a
chapter of the American Institute of Accountants under
such rules and regulations as the council of the In
stitute may prescribe.”

The present articles V and VI of the constitution then
become articles VI and VII, respectively.
This amendment, if finally ratified, should provide ample
opportunity for the creation of chapters wherever members wish
to have them. The provisions are sufficiently liberal to allow
a good deal of diversity in the actual form of chapter organiza
tions and will probably meet with the approval of all who have
the chapter idea at heart.
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Income-tax Department
Edited by Stephen G. Rusk

A decision recently handed down by Judge Anderson of the United States
circuit court of appeals is embodied in treasury decision No. 3368, published
in this month’s issue of The Journal of Accountancy. This decision
appertains to the subject of whether or not certain corporate bodies are
subject to the capital-stock tax under the revenue acts of 1916 and 1918.
The appealing taxpayers sought to be classed as “Massachusetts trusts” or
trusts, rather than associations. The court has written a comprehensive and
lucid definition of what must be present if a taxpayer is to be considered a
trust, and if this decision is read after a reading of solicitor’s memorandum
No. 1068, the court’s reasoning in the present cases becomes clear and his
conclusions logical. Solicitor’s memorandum No. 1068 reads as follows:

“Where beneficiaries holding certificates evidencing their interest under
a so-called ‘Massachusetts trust’ agreement annually elect persons delegated
to conduct the affairs of the trusts, thus retaining a voice in the business,
the trust is an association and is subject to normal tax upon its income
under the acts of 1913, 1916 and 1918; the excess profits tax under the
acts of 1917 and 1918; the capital stock tax under the acts of 1916 and
1918; and the certificates issued by the trust to the beneficiaries are sub
ject to the stamp tax under the acts of 1917 and 1918.
Where the trustees originally appointed were to hold office during the
entire period of the trust, the right of the shareholders being limited to
filling vacancies, the beneficiaries not retaining any substantial control over
the affairs of the trust, such a trust is not an association or taxable as
such under section 230 of the act of 1918, but under section 219 relating
to trusts. They are not subject to the excess profits tax nor the capital
stock tax, nor are the certificates issued by the trustees subject to stamp
tax.”
The court also has something to say with reference to non-par stock
which it would be well to add to one’s information upon that subject.
Another decision published this month deals with the subject of depletion
of oil and gas properties. This decision (No. 3386) amends the language
of article No. 170 of 1916 regulations No. 33. This is rather ancient, but
is published for the benefit of those who may still have controversies with
the government upon taxes under the revenue act of 1916.

TREASURY RULINGS
(T. D. 3368, July 12, 1922.)
Capital stock tax—Revenue acts of 1916 and 1918—Decision of court.
1. Tax Statutes—Rule of Construction.
While, in applying tax statutes, reasonable doubt must be resolved in
favor of the taxpayer, revenue acts are not penal statutes; the govern
ment is not to be crippled by strained and unnatural construction of tax
statutes fairly plain.
2. Same.
When language used in an earlier statute has in application received
judicial construction, change in language in later analogous legislation
imports legislative purpose to attain a different result.
3. Associations—Taxability of Nonstatutory Associations—Construc
tion of Revenue Acts of 1916 and 1918.
The contrast between the language used in the act of August 5, 1909,
imposing a tax on every joint-stock company or association “organized
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under the laws of the United States,” etc., and in the revenue acts of
1916 and 1918, which imposed a capital stock tax upon associations “organ
ized in the United States,” shows that Congress intended to avoid the
effect of the holding in Elliott v. Freeman (220 U. S. 178), that the 1909
act did not cover certain Massachusetts trusts because limited to organi
zations deriving some power or benefit from statute. Therefore, nonstatutory associations are subject to the capital stock taxes imposed by
the revenue acts of 1916 and 1918.
4. Massachusetts Trusts—Taxability as “Associations”—Construc
tion of Revenue Acts of 1916 and 1918.
Section 407 of the revenue act of 1916 and section 1000 (a) of the
revenue act of 1918, imposing an excise tax measured by the value of
the capital stock of associations, include business organizations known
as Massachusetts trusts, where the shareholders or beneficiaries have
power to control the trustees.
5. Same—No Par Value of Stock, Effect of.
Whether the stock of a corporation, of an association, or of a joint-stock
company, has or has not par value is immaterial in determining liability for
the capital stock tax imposed by the revenue acts of 1916 and 1918, since
stockholders own beneficially the net value of the corporation’s assets,
whether a definite value is or is not attributed to their shares, severally or
in mass.
6. Same—General Purpose of Congress.
The manifest general purpose of Congress, in imposing a capital stock tax
by the revenue acts of 1916 and 1918, was to tax business deriving powers
and making profits from association, particularly business done by organi
zations getting all or a substantial part of their capital on transferable shares,
such as are commonly sold to the investing public.
7. Massachusetts Trusts—Effect of Enactment by Massachusetts
Legislature.
The Massachusetts Legislature, by acts passed prior to the passage of the
revenue acts of 1916 and 1918, expressly recognized Massachusetts trusts
as associations, not as trusts or partnerships; congress must be held to have
used the word “association” as the Massachusetts legislature had previously
defined and used it.
8. Same.
By act of 1916, chapter 184, the Massachusetts legislature made Massa
chusetts trusts liable to creditors in like manner as if corporations; by
analogy they have similar liability to the federal government for taxes.
9. Same—Prior Decisions.
Malley v. Bowditch (259 Fed. 809) followed and Crocker v. Malley (249
U. S. 223) distinguished.
The appended decision of the United States circuit court of appeals for
the first circuit, in the cases of Malley, former collector, v. Howard et al.,
trustees; Casey, acting collector, v. Howard et al., trustees; Malley, former
collector, v. Crocker et al., trustees; and Malley, former collector, v. Hecht
et al., trustees, is published for the information of internal revenue officers
and others concerned.
United States Circuit Court of Appeals for the First Circuit. Octo
ber Term, 1921.
No. 1551. John F. Malley, formerly collector of internal revenue, defendant,
plaintiff in error, V. Arthur L. Howard et al., trustees, plaintiffs, defend
ants in error. No. 1552. Andrew J. Casey, acting collector of internal
revenue defendant, plaintiff in error, v. Arthur L. Howard et al., trustees,
plaintiffs, defendants in error. No. 1553. John F. Malley, formerly col
lector of internal revenue, defendant, plaintiff in error v. Alvah Crocker
et al., trustees, plaintiffs, defendants in error. No. 1554. John F. Halley,
formerly collector of internal revenue, defendant, plaintiff in error, v.
Louis Hecht jr., et al., trustees, plaintiffs, defendants in error.
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Error to the District Court of the United States for the district of
Before Bingham, Johnson, and Anderson, Judges.
OPINION OF THE COURT.

[June 6, 1922.]
Anderson, judge: These cases involve the validity of taxes imposed upon
business organizations, commonly known as Massachusetts trusts, under the
revenue acts of 1916 (39 Stat. 789) and 1918 (40 Stat. 1057). Nos. 1551
and 1552 involve the Haymarket Trust and we treat them as one case. The
cases were argued as a group and may be conveniently dealt with in one
opinion.
The chief business of the Haymarket and Hecht trusts is that of owning,
managing, and leasing real estate, and distributing the net income to its
shareholders. These concerns deny that they are associations within the
meaning of the statutes.
The Crocker trust is a large manufacturing concern. It admits that it is
an association within the meaning of the statutes, but it claims immunity
from the tax on the ground that it has no capital stock within their meaning.
The court below sustained the plaintiff’s contentions in each case, and the
government brought the cases here on writs of error.
The fundamental question is whether the plaintiffs are associations having
a capital stock represented by shares, within the meaning of these provisions.
So far as the issues in these cases are concerned, the provisions of the two
statutes seem to us to be equivalent, for there is now presented no contro
verted question as to the amount of any tax; we therefore need not consider
the different amounts exempt under the two statutes or the retroactive and
substitutional effect of the 1918 statute.
The act of 1916 levies a tax on associations “now or hereafter organized in
the United States for profit and having a capital stock represented by shares
* * * with respect to the carrying on or doing business by such * * *
association * * * equivalent to 50 cents for each $1,000 of the fair value
of its capital stock, and in estimating the value of capital stock the surplus
and undivided profits shall be included. * * * The amount of such annual
tax shall in all cases be computed on the basis of the fair average value of
the capital stock for the preceding year”—with an exemption not now
material.
The act of 1918, section 1, includes associations under the term “corpora
tion;” and in section 1000 (a) provides for an annual "special excise tax
with respect to carrying on or doing business equivalent to $1 for each
$1,000 of so much of the fair average value of its capital stock for the pre
ceding year,” etc. "In estimating the value of capital stock the surplus and
undivided profits shall be included."
Both acts are conceded to levy an excise tax with respect to doing business,
the amount of the tax being measured by the average value of the capital
stock, including any surplus and undivided profits as a part thereof. All
the plaintiffs agree that they are doing business within the meaning of
these acts.
While we recognize that in applying this and every other tax statute rea
sonable doubts must be resolved in favor of the taxpayer (Gould v. Gould,
245 U. S. 151) yet revenue acts are not penal statutes; the government is
not to be crippled by strained and unnatural construction of tax statutes
fairly plain—Cliquot’s Champagne (3 Wall. 114, 115) ; United States v.
Hodson (10 Wall. 395) ; Worth Bros. v. Lederer (251 U. S. 507).
Taxation of this general kind began with the passage of the act of August
5, 1909 (36 Stat. 11, 112), which imposed a tax “on every corporation, jointstock company, or association organized for profit and having a capital stock
represented by shares * * * now or hereafter organized under the laws
of the United States or of any State or Territory * * * with respect
to the carrying on or doing business by * * * such corporation, jointstock company, or association * * * equivalent to 1 per cent upon the
entire net income over and above $5,000,” etc.

286

Income-tax Department
This statute, passed before we had the sixteenth amendment, was attacked
as an income tax and therefore unconstitutional. But the supreme court held
that it was not an income tax, and sustained it as an excise tax—Flint v.
Stone Tracy Co. (1911), (220 U. S. 107). It was measured by the income,
not as under the present law, on the capital used.
In Eliot v. Freeman (220 U. S. 178), the court at the same time held the
act of 1909 not to cover two typical Massachusetts real estate trusts, on the
ground that “the language of the act, ‘now or hereafter organized under the
laws of the United States,’ etc., imports an organization deriving power
from statutory enactment.” Organized as purely nonstatutory, they were
exempt.
The gist of the present case is whether the statutes of 1916 and 1918 are,
as the plaintiffs contend, to be given the same interpretation in favor of
exempting such organizations as was given by the supreme court to the
act of 1909.
The government, on the other hand, contends that the language of the
acts is plainly applicable to such organizations; that the history of the legis
lation shows that congress intended to avoid the result reached in Eliot v.
Freeman, supra, and that there are no applicable decisions of the courts sup
porting the plaintiffs’ position. We think the government is right, and that
the court below erred in holding that such organizations are not associations
within the meaning of these revenue acts.
The language of the statutes, supra, seems so plain that repetition and par
aphrasing would add nothing.
The history of the legislation lends emphasis to the initial impression of
its import. For it is elementary that when language used in an earlier statute
has in application received judicial construction change in language in later
analogous legislation imports legislative purpose to attain a different result.
If congress had intended the acts in question to have the restricted applica
tion given by the supreme court to the act of 1909, there was no conceivable
reason for changing the words “organized under the laws of the United
States or of any State,” etc., etc., to “organized in the United States.”
We think it plain that by this change congress intended in the later acts
to include nonstatutory organizations and to avoid the restriction found by
the supreme court in the words of the 1909 act. We can not accord with
the learned district judge in his view that “it is hard to discover any sub
stantial distinction between the scope of” the act of 1909 and the acts of 1916
and 1918 “as far as ‘associations’ are concerned.” We think there is a vital
and controlling distinction.
Eliot v. Freeman was decided in 1911. In 1913 an income tax act was
passed (38 Stat. 114, 166), imposing such tax “on every corporation, jointstock company, or association, and every insurance company organized in
the United States, no matter how created or organized, not including part
nerships.” The original case of Crocker v. Malley (249 U. S. 233), the
plaintiffs’ chief reliance, arose under this statute. Sitting as district court,
Judge Bingham, in July, 1917, held the Wachusett Realty Co., the prede
cessor of the present Crocker Association, a trust, according in that regard
with Judge Hale in a decision made on May 23, 1914, in the case of Crocker
v. Crocker.
But in this court (250 Fed. 817) the organization was held an association
within the meaning of the statute. The supreme court reversed this court,
adopting the view of the district court. The decisions, both in the supreme
and district courts, against the government, turned upon the fact that the
shareholders had no real control over the trust estate; so that it therefore
fell within the doctrine of Williams v. Milton (215 Mass. 1), from the
opinion in which Mr. Justice Holmes quoted (249 U. S. 223, 232) as follows:
There can be little doubt that in Massachusetts this arrangement would
be held to create a trust and nothing more. “The certificate holders * * *
are in no way associated together, nor is there any provision in the [instru
ment] for any meeting to be held by them. The only act which (under the
[declaration of] trust) they can do is to consent to an alteration * * *
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of the trust” and to the other matters that we have mentioned. They are
confined to giving or withholding assent, and the giving or withholding it
“is not to be had in a meeting, but is to be given them individually.” “The
sole right of the cestius que trust is to have the property administered in
their interest by the trustees, who are the masters, to receive income while
the trust lasts, and their share of the corpus when the trust comes to an end.”
The trustees of the Wachusett concern held title, subject to a long lease,
to eight mills and to the stock of the corporation operating these mills, and
distributed the net income to the eight beneficiaries of the trust. The
trustees were not managing the mills; the organization was not a business
enterprise within the normal use of that term. The beneficiaries were
“admitted not to be partners in any sense * * * have no joint action or
interest and no control over the fund.” (249 U. S. 234.)
The court, in referring to the phrase in the statute “no matter how created
or organized,” says:
The trust that has been described would not fall under any familiar con
ception of a joint-stock association, whether formed under a statute or not.
Citing Smith v. Anderson (15 Ch. Div. 247, 273, 274, 277, 282).
Moreover, the tax then sought to be sustained was levied, at least in sub
stantial part, in respect of dividends received from a corporation that itself
was taxable upon its net income. The court therefore held that “as the
plaintiffs undeniably are trustees, if they are subjected to a double liability,
the language of the statute must make the intention clear.”—Gould v. Gould
(245 U. S. 151, 153).
It is thus apparent that the Wachusett Realty Co. was in organization and
purpose but an ordinary inter vivos trust for eight beneficiaries; also that
the tax sought to be imposed would have resulted in double taxation, never
easily inferred. It was in nature, and in relations to its shareholders and to
society at large, radically different from the plaintiffs’ organizations described
below. That decision lends no support to the plaintiffs’ contention.
Next in chronological order was the stamp tax provision of the act of
October 22, 1914 (38 Stat. 745, 775). This act imposed a stamp tax on
“each original issue * * * of certificates of stock by any association,
company, or corporation.” This court in Malley v. Bowditch (259 Fed. 809)
held such tax applicable on the original issue of certificates or shares of the
Pepperell Manufacturing Co., “a manufacturing company organized in the
form of a trust under the common law and deriving none of its rights, qual
ities, or benefits from any statute.” The crucial question in that case, as in
the case at bar, was whether the organization was an association within the
meaning of the Federal tax act. The case is, in essentials, difficult, if not
impossible, to distinguish from the cases at bar. The cogent opinion of Judge
Brown is applicable to most aspects of the present problem. It might well
be quoted from at length.
The revenue acts of 1916 and 1918, supra, both in their income and excise
tax provisions, adopt the same broad phrasing as to joint stock companies
or associations “organized in the United States,” thus showing a continuing
legislative purpose to avoid the limitation found by the supreme court in
Eliot v. Freeman, supra, arising out of the language “organized under the
laws of the United States or of any State,” etc.
Plainly, there is nothing in this history of legislative and judicial dealing
with the matter lending support to plaintiffs’ contention that congress intended
to exempt such business organizations as the plaintiffs. Rather does the
history support the natural construction of the acts in question.
We find nothing else in the history of the legislation concerning this and
analogous forms of taxes, nor in other cases cited, tending to uphold the
plaintiffs’ contentions or otherwise calling for analysis and discussion.
A brief description of the three plaintiffs’ organizations will conveniently
precede our final considerations. We take first the Hecht case, agreeing
with learned counsel that it is the strongest case for the plaintiff.
On superficial examination, this organization looks somewhat like a family
affair, making provision for members of the Hecht family, immature or
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otherwise unfitted for business responsibilities. But on analysis fe find the
organization is a very genuine business concern.
In 1899, members of the Hecht family holding as tenants in common real
estate on Federal Street and Atlantic Avenue, Boston, conveyed it to Jacob
Hecht, who declared a trust for 12 beneficiaries all named Hecht, who
received certificates transferable like ordinary corporation shares, but with
a restriction in favor of lineal descendants of Elias Hecht, and, on certain
contingencies not now important, to be offered to the trustee before sold to
an outsider. The restriction is analogous to the close corporation provisiondealt with in New England Trust Co. v. Abbott (162 Mass. 148). It is in no
way peculiar to a trust as distinguished from a corporation. While the
Hecht trustee has broad general powers of management, including power to
buy and sell, the seat of real power is with the shareholders and not with
the trustee; for three-fourths of the shareholders may remove the trustee,
three-fifths may terminate the trust or give him binding instructions, and
also—what is of vital importance—modify the instrument in any particular.
This power to modify covers, potentially, the right to extend or change the
business so as to make it as large and as corporate in form and function as
the Crocker concern, which admits that it has evolved into an association.
The Hecht organization is not a trust within the doctrine of the Massachu
setts decisions.—Williams v. Milton (215 Mass. 1). Compare Crocker v.
Malley (249 U. S. 223) ; in re Associated Trust, (222 Fed. 1012). The
Hecht trustee has made annual statements showing the assets, liabilities and
net income, and kept books, containing a capital account and surplus account.
Its stockholders have, sensibly and we think legally, treated their dividends
like corporation dividends in their income tax returns. They have thus by
conduct, presumably under the advice of counsel, denied that they are part
ners taxable under the act of 1918 (sec. 218 (a)).
Parenthetically, we note that counsel do not contend that the shareholders
of any of these plaintiff associations are partners. There is no suggestion
that any of the shareholders in any of the plaintiff organizations have made,
propose to make, or could make, tax returns as partners in these business
concerns. Manifestly, counsel would deprecate such result as imposing bur
dens probably much heavier—certainly difficult if not impossible of ascer
tainment—upon the shareholders in such organizations. Their quest is tax
exemption, not tax substitution. Compare Dana v. Treasurer (227 Mass.
562, 565) ; Frost v. Thompson (219 Mass. 360).
Plainly, the Hecht Trust is quasi-corporate in form and power. It is an
association within the meaning of the revenue acts.
The Haymarket Trust, both in genesis and organization, is even more
like a corporation. It has none of the aspects of a family affair. It started
by securing from the investing public $250,000 on solicited subscriptions, the
trustee paying a commission of $2,500 to the promoter for thus raising the
capital for doing business. The declaration of trust provides for nearly all
the machinery and proceedings of an ordinary corporation. We hold it also
to be quasi-corporate and an association within the meaning of the reve
nue acts.
Learned counsel in the Crocker case admit that it is an association but
claim exemption on the ground that the concern has no capital stock. This
association was evolved from the Wachusett Realty Trust, above referred
to. As there pointed out, the shareholders had under the Wachusett declara
tion no power to amend without the assent of the trustees. But in June,
1917, shareholders and trustees both agreeing, the organization was rad
ically altered. Its name was changed and in express terms it agreed that
its form should thereafter be “changed to that of an association,” with
power to take over and carry on the extensive manufacturing business pre
viously carried on by the corporation whose stock it had held, or any sub
stantially similar business.
The new organization conforms closely to the corporation model—in pow
ers, in official personnel, and in methods of doing business. It has issued
96,000 shares of no par value, transferable like corporation stock, but with
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a restriction somewhat like that in the case of New England Trust Co. v.
Abbott, supra.
Conceding that it is an association with transferable shares, this plaintiff
yet seeks exemption on the ground that it has attached no par value to its
96,000 shares. It admits that if it had attached a par value of, say, $100 to
each of these shares, making a capital account of $9,600,000, a little less than
is shown on its balance sheet of July 1, 1917, where the interest of the share
holders is put down as $9,877,105.16—the concern would have had a capital
stock represented by shares, and thus be an association within the meaning
of the revenue acts, supra.
We can not adopt this scholastic and artificial distinction. Cf. Worth Bros.
v. Lederer (251 U. S. 507, 510). It is for present purposes immaterial
whether the stock of a corporation, of an association, or a joint-stock com
pany has or has not par value. Compare General Laws of Massachusetts
(ch. 156, secs. 14, 15, 47). Stockholders, whether a definite value is or is
not attributed to their shares, severally or in mass, own beneficially the net
value of the corporation’s assets—that is, whatever may remain after dis
charging debts.
See Hood Rubber Co. v. Commonwealth (238 Mass. 369, 371). Cook—
“Stock Without Par Value,” American Bar Association Journal, October,
1921; Hollen and Tuthill, “Stock Having No Par Value,” American Bar
Association Journal, November, 1921, page 578; Colton, “Par Value v.
No Par Value Stock,” American Bar Association Journal, December, 1921,
page 671.
Compare also Eisner v. Macomber (252 U. S. 189, 209 et seq.).
Congress intended that this tax should be measured by the average amount
of capital used during the tax year in doing the business. The phrase in
the statutes as to “including surplus and undivided profits” puts beyond doubt
the question of the congressional intent to measure this tax by business and
financial realities, not by bookkeeping forms or mere names. “Fair value”
and “fair average value” carry the same notion. Cf. Wright v. Georgia
R. R. et al. (216 U. S. 420, 424, 425).
The Crocker Association can not escape taxation, falling on its compet
itors, by adopting the modern theory of no par value for its stock. The
presumption is against such immunity; it savors of special privilege. Com
pare United States v. Dickson (15 Pet. 141, 165).
It is a matter of common knowledge that, for most business and financial
purposes, all the larger organizations of this sort have for years been indis
tinguishable from corporations. One might almost say that they are a device
under which parties make their own corporation code. Business concerns
so organized have come to occupy a large field in industry and in finance.
At least two substantial textbooks have been written on the law concerning
such organizations and dealing with their advantages for general business
purposes. See Sears, Trust Estates as Business Companies (1st ed. 1912,
2d ed. 1921). Note the long list of industries so organized referred to on
pages VI and VII of the preface of the 1921 edition. See Wrightington on
Unincorporated Associations, 1916. In Dana v. Treasurer (227 Mass. 562,
565) it appears that the Amoskeag Manufacturing Co., commonly known
to be one of the largest enterprises in New England, is so organized. The
Pepperell Manufacturing Co., before this court in Malley v. Bowditch, supra,
had a capitalization of over $7,500,000; the Crocker Trust operates large
paper-manufacturing mills, employing about 1,000 men, with gross assets
of over $10,000,000.
Such concerns have long been recognized as quasi corporate in form.
In 1904 Chief Justice Knowlton in the Massachusetts supreme court said
of a typical one of them, in Hussey v. Arnold (185 Mass. 202) :
The agreement creating the trust has peculiar provisions. The object of
it apparently was to obtain for the associates most of the advantages belong
ing to corporations, without the authority of any legislative act, and with
freedom from the restrictions and regulations imposed by law upon cor
porations.
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No amplification of words could more accurately and adequately charac
terize this sort of business organization. Other cases in the Massachusetts
reports concerning them abound in similar observations as to their resem
blance to corporations—Williams v. Milton (215 Mass. 1) and cases cited.
See Williams v. Boston (208 Mass. 497) ; Phillips v. Blatchford (137 Mass.
510, 515) ; Tyrrell v. Washburn (6 Allen, 466, 474).
But the proposition that they are quasi corporate in form need not rest
merely on our own analysis or on observations found in the decisions of theMassachusetts courts. It has now been distinctly recognized by the Massa
chusetts legislature; they have a statutory status as associations, not as
trusts or as partnerships.
In the decision below these organizations have been treated as having no
status not arising out of the common law; so also in the briefs of the gov
ernment and of counsel for the defendant. It seems to have been over
looked that they have acquired in Massachusetts a distinct statutory basis.
This, if the question before us were otherwise doubtful, would seem to us
of much significance. See General Laws of Massachusetts, 1921 (ch. 182),
codifying earlier legislation of 1909, 1913, 1914, 1915, and 1916. Compare
also acts of 1921 (ch. 368). The title of this chapter is “Voluntary Asso
ciations.”
In section 1 of this act, dealing with definitions, it is provided:
“Association,” a voluntary association under a written instrument or dec
laration of trust, the beneficial interest under which is divided into transfer
able certificates of participation or shares.
This definition exactly fits the plaintiffs at bar.
In section 2 it is provided that the written instrument or declaration creat
ing the association shall be filed with the commissioner of corporations, and
with the clerk of every town where such association has a usual place of
business. Section 5 requires the commissioner to transmit to the secretary
of state copies of such instruments or of any amendments filed during the
previous year, to be printed as a public document. The instruments creating
such associations are thus made even more generally accessible than are
ordinary corporation charters.
Sections 3 and 4 and 7 to 11 deal specially with associations owning stock
of public utility companies; they need no present comment.
Section 6—a reenactment of the act of 1916, chapter 184, passed subse
quent to all the Massachusetts decisions cited and relied upon by the plain
tiffs—has probably the most direct bearing on our present problem. It is
as follows:
An association may be sued in an action at law for debts and other obli
gations or liabilities contracted or incurred by the trustees, or by the duly
authorized agents of such trustees, or by any duly authorized officer of the
association, in performance of their respective duties under such written
instruments or declarations of trust, and for any damages to persons or
property resulting from the negligence of such trustees, agents or officers
acting in the performance of their respective duties, and its property shall
be subject to attachment and execution in like manner as if it were a cor
poration, and service of process upon one of the trustees shall be sufficient.
Here is a distinct enactment that such associations shall be suable in like
manner as if corporations. An organization described as an association and
made generally liable “to attachment and execution in like manner as if it
were a corporation” can not easily be held a partnership or a trust.
We are not called upon to deal with the confusing and perhaps irrecon
cilable decisions of the Massachusetts courts concerning the nature and legal
incidents of these associations, most of which were made before the passage
of this act of 1916, or with the effect of this legislation upon their powers
and liabilities—except so far as pertains to our single problem of determining
whether these associations are liable to Federal taxation under the revenue
acts, supra. We intimate no opinion on any other question. But when a
Massachusetts statute has described such organizations as associations, and
have put their liability to ordinary creditors apparently on the same basis as
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that of corporations, we have no hesitation in reaching the conclusion that
they have now been given a statutory basis as quasi-corporate, and that they
are associations within the meaning of the federal statutes, as well as under
the Massachusetts statutes. We can not hold Massachusetts associations,
liable under Massachusetts statutes to ordinary creditors as though corpo
rations, not liable under federal statutes to taxation imposed generally on
corporations, joint-stock companies, and associations.
It may be argued that these statutes are distinguished from corporation
acts in that their chief functions are to regulate or restrict, whereas cor
poration acts also empower. Technically, that may be so. But the powers
of these voluntary associations are in many respects greater, and the regu
lations and restrictions less, than in the case of corporations. Broadly
speaking, their promoters select and define such powers and provide such
limitations of liability as they desire. Cf. Hussey v. Arnold, supra. If
and in so far, therefore, as the tax in question is directed at “the privilege”
or power of doing business through large organizations—and particularly at
the power to obtain money from the outside public on transferable shares
—voluntary association offers at least as much “privilege” as does any cor
poration form of organization. Associations are resorted to, not because
thought weaker, but because thought stronger than corporations.
If, in constructing the statutes, we may look at the policy congress prob
ably desired o adopt, it could not be overlooked that the plaintiff conten
tion, if sustained, would amount to a discriminatory immunity in favor of
a kind of business organization, the nature and activities of which have
hitherto been the subject of much question and investigation. See the
Report of the Tax Commissioner of Massachusetts on Voluntary Associa
tions, under resolves of 1911, chapter 55—a very interesting document—in
which Commissioner Trefry ably reviewed their origin, history, and legal
incidents, both in England and in this country; referring, passim, and par
ticularly on page 13, to many other documents and legislative reports con
cerning them. See also a report of the special commissions to investigate
voluntary associations, January, 1914, made under Massachusetts Resolves
of 1912, chapter 113. In the resolve of 1911, chapter 55, the commissioner
was required to make an investigation, “with a view to determine” inter
alia, “whether * ♦ * their prohibition * * * is advisable in the
public interest."
There is, we think, no conceivable reason why congress should have desired
to favor organizations of this questioned sort by exempting them from tax
ation to which their competitors in corporate form are subjected. The pre
sumption is plainly the other way. Modern corporation laws furnish adequate
machinery for carrying on every legitimate form of business, including now
that of dealing in real estate. See General Laws of Massachusetts (ch.
156, passim, sec. 7), authorizing real estate corporations. There is no
present reason for resorting to this form of organization, except on the
theory that more “privileges of doing business” may be thus acquired than
by conforming to our broad and elastic corporation laws. To hold that
congress intended to discriminate in their favor would be to disregard the
letter, the spirit, and the reason of the acts.
Our views accord with those expressed by Judge Page in Chicago Title
and Trust Co. v. Smietanka (275 Fed. 60). The reasoning of Judge Morton
in the Associated Trust case) 222 Fed. 1012), where he reached the conclu
sion that such an association was an “unincorporated company” within the
meaning of the bankruptcy act, seems to us to sustain our conclusions rather
than those reached by the learned judge in the instant cases.
We may summarize our conclusions as follows:
(1) The natural interpretation of the language used in the acts of 1916
and 1918 would include plaintiffs’ organizations as associations.
(2) The contrast between the language used in the act of 1909 “organized
under the laws of the United States or any state,” etc., and in the acts of
1916 and 1918 “organized in the United States,” shows that congress intended
to avoid the result reached in 1911 by the supreme court in Eliot v. Freeman.
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(3) The manifest general purpose of congress was to tax business de
riving powers and making profits from association, particularly business
done by organizations getting all or a substantial part of their capital on
transferable shares, such as are commonly sold to the investing public.
(4) Prior to the passage of either the revenue act of 1916 or 1918, the
Massachusetts legislature had by the acts of 1909 and 1914 expressly rec
ognized such organizations as associations. Congress used the word “asso
ciation” as the Masachusetts legislature had previously defined and used it.
(5) By the act of 1916, the Massachusetts legislature made such associa
tions liable to creditors in like manner as if corporations; by analogy they
have similar liability to the federal government for taxes.
(6) The case of Malley v. Crocker (249 U. S. 223) makes, on analysis
of the Wachusett Trust and the reasoning of the court, not for the plaintiffs
but for the government. One ground of that decision was to avoid unjust,
discriminatory double taxation; whereas, to sustain the plaintiffs’ contention
would create discriminatory immunity for a large class of business organi
zations, thus giving them an unfair advantage over their incorporated
competitors.
(7) The conclusion now reached accords with the reasoning and decision
of this court in Malley v. Bowditch (259 Fed. 809).
In each case the judgment of the district court is reversed and the case is
remanded to that court for further proceedings not inconsistent with this
opinion; the plaintiff in error recovers costs in this court.

(T. D. 3383, August 9, 1922.)
Estate or inheritance taxes.
Receipt of Liberty bonds, Victory notes, and Treasury notes in payment
thereof.
The appended department circular, issued under date of June 30, 1922,
with reference to receipt of Treasury notes of the United States in payment
of Federal estate and inheritance taxes, is published for the information of
internal-revenue officers and others concerned. This circular supplements
Department Circular No. 225, dated January 31, 1921 (T. D. 3144).
treasury department, June 30, 1922.
1. The provisions of department circular No. 225, dated January 31, 1921,
prescribing regulations governing the receipt of Liberty bonds and Victory
notes for federal estate or inheritance taxes, are hereby extended and made
applicable to treasury notes of the United States now or hereafter issued
under authority of section 18 of the second Liberty bond act, as amended
and supplemented, bearing interest at a higher rate than 4 per cent per
annum, and any such Treasury notes shall accordingly be receivable by the
United States at par and accrued interest in payment of any estate or inher
itance taxes imposed by the United States, under or by virtue of any present
or future law, upon the same terms and conditions as provided in said
department circular No. 225, dated January 31, 1921, with respect to the
acceptance of Liberty bonds and Victory notes bearing interest at a higher
rate than 4 per cent per annum.
2. The issues of treasury notes at this date outstanding, bearing interest
at a higher rate than 4 per cent per annum, are:
Description.
(a)
(b)
(c)
(d)
(e)

5¾
5½
4¾
4¾
4⅜

per cent
per cent
per cent
per cent
per cent

notes,
notes,
notes,
notes,
notes,

payable June
payable Sept.
payable Mar.
payable Mar.
payable Dec.

Date of Issue.

15,
15,
15,
15,
15,

1924.......
1924.......
1925.......
1926.......
1925.......

June
Sept.
Feb.
Mar.
June

15,
15,
1,
15,
15,

1921
1921
1922
1922
1922

Short title.

Series
Series
Series
Series
Series

A-1924.
B-1924.
A-1925.
A-1926.
B-1925.

3. For the calculation of accrued interest on the current coupons of
Treasury notes tendered in payment of estate or inheritance taxes under
this circular, the method outlined in exhibit B to department circular No.
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225, dated January 31, 1921, should be followed. Interest tables at the
various rates borne by treasury notes may be obtained from the treasury
department, division of loans and currency, Washington. The interest
tables appropriate for use in connection with the issues of treasury notes at
present outstanding are as follows:
Form general 1017, for series A-1924 (interest dates June 15 and Decem
ber 15).
Form general 1016, for series B-1924 (interest dates March 15 and Sep
tember 15).
Form L. & C. 369, for series A-1925 prior to September 15, 1922 (interest
during this period is on annual 365-day basis).
Form L. & C. 435, for series A-1925 subsequent to September 15, 1922
(interest dates March 15 and September 15).
Form L. & C. 435, for series A-1926 (interest dates March 15 and Sep
tember 15).
Interest tables or decimals for computing interest as may be required for
other or future issues may be obtained from the treasury department, division
of loans and currency, Washington, upon request.
(T. D. 3386, Aug. 22, 1922.)
Income tax—Depletion—Oil and gas properties.
Sections 5 and 12 of revenue act of 1916, article 170, Regulations No. 33
(revised), amended.
DEPLETION—OIL AND GAS PROPERTIES.

Art. 170. Sections 5 and 12 of the act of September 8, 1916, as
497 amended by the act of October 3, 1917, authorize:
A reasonable allowance * * * for actual reduction in flow and
498 production * * * provided that when the allowance authorized
* * * shall equal the capital originally invested, or in case of pur
chase made prior to March 1, 1913, the fair market value as of that date,
no further allowance shall be made.
The essence of this provision of law is that the owner or operator
499 of this character of properties shall secure through an aggregate
of annual depletion deductions the return of the amount of capital
actually invested, or an amount not in excess of the fair market value as of
March 1, 1913, of the properties owned prior to that date.
For the purpose of determining the amount of capital to be re500 turned through annual deductions, operators may be divided into two
classes, (a) operators who own the fee, and (b) operators who own
a lease or leases.
In the case of the operating fee owner, the amount returnable
501 through depletion deductions is the fair market value of the prop
erty (exclusive of the cost of physical property) as of March 1,
1913, if acquired prior to that date, or the actual cost of the property if
acquired on or after that date, plus, in either case, the cost of development
(other than the cost of physical property incident to such development) up
to the point at which the income from the developed territory equals or
exceeds the deductible expenses.
In the case of a lessee, the capital thus to be returned is the fair
502 market value of the lessee’s interest as of March 1, 1913, if acquired
prior to that date, or the amount paid in cash or its equivalent as a
bonus or otherwise by the lessee for the lease if acquired on or after that
date, plus, in either case, all expenses incurred in developing the property
(exclusive of physical property) prior to the receipt of income therefrom
sufficient to meet all deductible expenses, after which time as to both owner
and lessee, such incidental expenses as are paid for wages, fuel, repairs,
hauling, etc., in connection with the drilling of wells and further develop
ment of the property, may, at the option of the operator, be deducted as an
operating expense or charged to capital account. The value of the equities
of lessor and lessee shall be computed separately, but when determined as

294

Income-tax Department
of the same basic date, shall together never exceed the value at that date
of the property in fee simple. By “basic date” is meant March 1, 1913, in
case of acquisition prior to that date, or the date of acquisition where it
occurred on or after that date.
If, in exercising the option mentioned in the preceding paragraph
the individual or corporation charges the expense of drilling wells or 503
further development to capital account, the same, in so far as such
expense is represented by physical property, may be taken into account in
determining a reasonable allowance for depreciation during each year until
the property account thus augmented has been extinguished through annual
depreciation deductions, after which no further deduction on this account
will be allowed. In the case of a going or producing business, the cost of
drilling non-productive wells may be deducted from gross income as an
operating expense.
ESTIMATE OF PROBABLE RESOURCES.

In the case of either an owner or lessee it will be required that an
estimate, subject to the approval of the commissioner of internal 504
revenue, shall be made of the probable quantity of oil or gas con
tained in or to be recovered from the territory with respect to which the
investment is made. The invested capital (value as of March 1, 1913, or
cost, if acquired on or after that date, plus the cost of development, other
than cost of physical property, up to the point of expense-paying produc
tion), will be divided by the number of units of oil or gas so estimated to
be contained in or to be recovered from the territory, and the quotient
will be the per unit cost or amount of capital invested in each unit recover
able. This quotient, or per unit cost, when multiplied by the number of
units removed from the territory during any one year, will determine the
amount which may be allowably deducted from the gross income of that
year on account of depletion of assets or as a return of invested capital
until the total of such deductions shall equal the capital invested.
Every individual or corporation entitled to a deduction on account
of the depletion of the property under operation or for a return of the 505
capital invested with respect to the same shall keep an accurate ledger
account, in which, in the case of fee owner, shall be charged the fair market
value as of March 1, 1913, or the cost, if acquired on or after that date,
of the oil or gas property, plus cost of development as hereinbefore de
fined, or, in the case of a lessee, the fair market value as of March 1, 1913,
or the cost, if acquired on or after that date, of the lessee’s interest, plus
cost of development. This account shall be credited with the amount
claimed and allowed each year as a deduction on account of depletion or
as a return of capital, to the end that when the credits to the account equal
the debits no further deduction on either account, with respect to this
property and the capital invested therein, will be allowed. Or, in lieu of a
direct credit to property account, the amount so claimed and allowed as a
deduction may be credited to a depletion reserve account.
WHERE RESOURCES ARE UNCERTAIN

If for any reason the quantity of oil or gas in the property can not
be determined with any degree of certainty, the depletion deduction 506
will be computed in accordance with the rule set out in T. D. 2447,
except that lessees may compute their deduction for return of capital in
the same manner as owners in fee; that is, they may extinguish their
capital on the basis of the reduction in flow and production as compared
with the preceding year, or, in the case of leasehold properties brought in
or developed during the year, the depletion deduction may be computed
on the basis of the decline in settled flow and production, as evidenced by
tests and gauges made at the end of the year as compared with similar tests
and gauges made at the time the settled flow was determined.
For the purpose of computing the depletion the territory compre
507 hended in a given lease will be considered the unit with respect to
which the depletion deduction may be claimed and allowed.
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During the continuance of the ownership under which the value
was fixed or by which the investment was made, there can be no
revaluation for the purpose of this deduction if it should be found that
the quantity of oil or gas in the property was underestimated at the time
the value was fixed or the property was acquired, or at the time the lease
contract was entered into or purchased.
This rule will not, however, be so construed as to forbid an oper
509 ator from redistributing the invested capital over the estimated num
ber of units remaining in the territory under operation if a subsequent
increase of invested capital should render this necessary in order to deter
mine the amount of such capital applicable to each unit, provided that when
such redistribution is made the total capital invested will be reduced by the
amount previously charged off and deducted on account of depletion or as
a return of capital.

508

ADDITIONAL DEPRECIATION FOR MACHINERY, ETC.

Both owners and lessees operating oil or gas properties will, in
510 addition to and separate from the deduction allowable for the deple
tion or return of capital as hereinbefore provided for, be permitted
to deduct a reasonable allowance for depreciation of physical property, such
as machinery, tools, equipment, pipes, etc., the amount deductible upon this
account to be such an amount, based upon its capitalized value (cost) equit
ably distributed over its useful life, as will bring it to its true salvage value
when no longer useful for the purpose for which such property was ac
quired.
As to both fee owner and lessee, the capital invested in physical
511
property, upon which the depreciation deduction is computed, should
be segregated in the books of account from that invested in the oil
or gas territory or in the lease or leases, with respect to which the deduc
tion for depletion or return of capital is claimed, and credits for deprecia
tion may be made in the same manner as hereinbefore provided for de
pletion.
STATEMENT REQUIRED.

To each return made by an individual or corporation owning, or
512 holding under lease, oil or gas properties there should be attached a
statement showing—
(1) (a) The fair market value of the property or interest therein
513
(exclusive of machinery, equipment, etc.) as of March 1, 1913, if
acquired prior to that date, or (b) the actual cost thereof if acquired
on or after that date.
514
(2) How the fair market value as of March 1, 1913, was ascer
tained.
(3) The estimated quantity of oil or gas in the sand at the time
515
the value or cost was determined.
(4) Amount of capital applicable to each unit.
516
(5) The quantity of oil or gas produced during the year for which
517
the return is made.
(6) Any other data which would be helpful in determining the
518
reasonableness of the depletion deduction.

JOSEPH W. FIRTH
Joseph W. Firth, member of the American Institute of Accountants,
died September 9, 1922. Mr. Firth was a certified public accountant of
New York and had been in practice for many years. He was a partner
in the firm of Cornwall & Firth.
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The following problems have been submitted to this department by
readers of The Journal of Accountancy, with requests for solutions:
A, B and C are incorporated companies, intimately related and engaged
in similar business. In the early part of the year 1919 company A pur
chased in the open market 1,000 shares of the common stock of company
B, having a par value of $100 a share, for which it paid $150 a share, and
on August 10, 1919, it purchased preferred stock of company B for which
it paid $50,000, that being the par value of the stock then acquired.
On January 2, 1920, company A acquired 1,000 shares of the common
stock of company B, par value $100 a share, for which it gave in exchange
2,000 shares of its own common stock, having a par value of $100 a share.
The rights to the dividend on the stock so acquired, payable January 10,
1920, were transferred to company A.
Balance-sheet—Company A—December 31, 1920
Capital stock, common........................................................................ $700,000.00
Land ............................................................................... $ 40,000.00
Buildings ..........................................................................
75,000.00
Machinery ....................................................................
100,000.00
Investments—Common stock—B ....... $350,000.00
Preferred stock—B.......
50,000.00
-------------400,000.00
Cash ...................................................................................
49,500.00
Inventories ........................................................................
88,000.00
Accounts receivable .........................................................
85,000.00
Accounts payable .........................................................
51,500.00
Notes receivable, company B............. $10,000.00
Notes discounted ..................................
10,000.00
Accrued wages ...........................................................
Accrued taxes .............................................................
Deferred charges .........................................................
1,500.00
Dividends payable........................................................................
Dividends receivable ...................................................
31,750.00
Surplus ........................................................................................

8,000.00
6,000.00
35,000.00
70,250.00

$870,750.00 $870,750.00
The following is an analysis of the surplus account:
Jan. 1, 1920 Balance ................................................... $ 10,000.00
Jan. 2, 1920 Dividend preferred stock Co. B.......
1,750.00
Jan. 10, 1920 Dividend common stock Co. B......... 20,000.00
July 3, 1920 Dividend preferred stock Co. B.......
1,750.00
July 10, 1920 Dividend common stock Co. B......... 30,000.00
Dec. 31, 1920 Dividend preferred stock Co. B.......
1,750.00
Dec. 31, 1920 Dividend common stock Co. B......... 30,000.00
Dec. 31, 1920 Net profits for year............................ 45,000.00
-------------- $140,250.00
June 30, 1920 Dividend declared, 5%......................... 35,000.00
Dec. 31, 1920 Dividend declared, 5%......................... 35,000.00
-------------70,000.00
Dec. 31, 1920 Balance ......................................................................
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Company B owns 900 shares of the common stock of company C, par
value $100 a share, for which it paid $125 a share. This stock was acquired
on January 1, 1920, without right to the dividend declared on December
31, 1919, and payable on January 10, 1920. The capital stock of company
C outstanding on January 1, 1920, amounted to $100,000.
Balance-sheet—Company B—December 31, 1920
Capital stock, common........................................................................ $200,000.00
100,000.00
Capital stock, preferred 7%..............................................................
Land ................................................................................... $ 25,000.00
Buildings .......................................................................... 50,000.00
Machinery .......................................................................... 75,000.00
Cash ................................................................................... 46,100.00
Inventories ........................................................................ 47,500.00
Accounts receivable ......................................................... 66,500.00
Investment, 900 shares C stock..................................... 112,500.00
Dividends receivable .......................................................
5,400.00
Deferred charges ............................................................
800.00
36,500.00
Accounts payable ............................................................
Notes payable (to company A).....................................
10,000.00
Accrued wages ................................................................
3,000.00
Accrued taxes ..................................................................
2,000.00
33,500.00
Dividends payable ..........................................................
Surplus ..............................................................................
43,800.00

$428,800.00 $428,800.00
Analysis of surplus account shows the following:
Jan. 1, 1920 Balance ................................................... $65,000.00
June 30, 1920 Dividend company C, 6%.....................
5,400.00
Dec. 31, 1920 Dividend company C, 6%...................... 5,400.00
Dec. 31, 1920 Net profits for year.............................. 35,000.00
-------------- $110,800.00
June 30, 1920 Dividend common, 15%......................... $30,000.00
June 30, 1920 Dividend preferred, 3½%....................
3,500.00
Dec. 31, 1920 Dividend preferred, 3½%....................
3,500.00
Dec. 31, 1920 Dividend common, 15%....................... 30,000.00
-------------67,000.00
Dec. 31, 1920 Balance ......................................................................
$43,800.00
Note: Dividends on the preferred stock of company B are payable on
January 1 and July 1, and on the common stock, January 10 and July 10.

Balance-sheet—Company C—December 31, 1920
Capital stock.........................................................................................
Land ................................................................................... $ 10,000.00
Buildings ............................................................................ 15,000.00
Machinery ........................................................................ 20,000.00
Cash ....................................
28,000.00
Accounts receivable ........................................................ 46,500.00
Inventories ........................................................................ 34,000.00
Deferred charges ............................................................
500.00
Accounts payable ............................................................
Dividends payable............................................................
Accrued wages ................................................................
Accrued taxes ..................................................................
Surplus ...................... .......................................................

$100,000

32,500.00
6,000.00
1,500.00
1,000.00
13,000.00

$154,000.00 $154,000.00
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Analysis of surplus account shows the following:
Jan. 1, 1920 Balance ................................................... $ 15,000.00
Dec. 31, 1920 Net profits for year.............................. 10,000.00
_________
June 30, 1920 Dividend declared, 6%..........................
6,000.00
Dec. 31, 1920 Dividend declared, 6%..........................
6,000.00
--------------

25 000.00
12,000.00

Dec. 31, 1920 Balance ......................................................................
$13,000.00
Note: Dividends are payable January 10 and July 10.
From the data given you are required to submit a consolidated balancesheet, showing the minority interests.
Solution
There are two distinct methods for making eliminations from stock
investment accounts to determine the goodwill to appear in a consolidated
balance-sheet.
If the holding company carries the investment in the subsidiary at cost
and takes up dividends received as a credit to surplus, the book value of the
subsidiary stock ownings at the date of acquisition of the stock should be
eliminated. This elimination is made, of course, from the investment
account on the asset side and from the subsidiary’s capital stock and
surplus accounts on the liability side.
If the holding company has taken up subsidiary profits since acquisition
by a debit to the investment account and a credit to surplus and has taken
up dividends from the subsidiary by a debit to cash or dividends receivable
and a credit to the investment account, then the eliminations should be
based on the book value at the date of the consolidated balance-sheet.
The second method is much the easier to use when, as in this case,
stock purchases are made at different dates, and particularly when the
major holding company (company A in this case) owns stock in a minor
holding company (company B) and thus indirectly controls a minor sub
sidiary (company C).
We are therefore faced by this situation: Companies A and B have
carried the investments at cost and have credited dividends to surplus; but
the solution of the problem would be simplified if they had charged the
investment accounts and credited surplus with their shares of subsidiary
earnings and had credited the investment accounts with subsidiary divi
dends. The situation may be met by setting up a statement for each hold
ing company, showing what the investment account and surplus account
balances would have been if subsidiary profits had been credited to surplus
and if subsidiary dividends had been credited to the investment accounts.
Adjustments can then be made changing the investment and surplus bal
ances to these revised figures, and eliminations can then be made on the
basis of present book values.
Statements for company B and company A appear on pages 300, 301,
302 and 303.
Turning to company A, we are faced by two difficulties. First, the
exact date of the acquisition of the stock of B “early in 1919” is not
known, and company B’s surplus at the date of acquisition is also un
known. This is a very serious flaw in a problem which is otherwise
excellent, although in my opinion it is unreasonably difficult for a C. P.
A. examination. It is not necessary to know the exact date when com
pany A made its first acquisition of B’s stock, but it is absolutely neces
sary to know B’s surplus at that date. Without this information it is
simply impossible to solve the problem; as impossible as it would be to
prepare a profit-and-loss statement without knowing the final inventory.
An assumption is necessary, and I shall assume that the dividend of
$20,000 received on January 10, 1920, represented the profits of company
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Credits
to

S urplus
and

as Credits to the
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30, 1920:

Adjustments (see main working papers) .............................................................

110,700.00

30,000.00
3,500.00
42,000.00

$30,000.00
3,500.00

35,000.00
9,000.00

$ 65,000.00

Surplus

I nvestment A ccount

1,800.00 Credit

1,800.00 Dr.

42,000.00
43,800.00

$121,500.00 $121,500.00 $109,000.00 $109,000.00

Adjusted balances—down ................ b...................................................................... 110,700.00
Balances—per balance sheet .................................................................................... 112,500.00

Common ...........................................................................................................
Preferred .........................................................................................................
Dec. 31, 1920:
Common ...............................................................................
Preferred .........................................................................................................
Adjusted balances .....................................................................................................

June

Total profits................................................................................ $ 44,000.00
Dividends from company C:
June 30, 1920 (debit cash) ..................................................................................
Dec. 31, 1920 (debit dividends receivable) ...................................................
Dividends declared:

$ 5,400.00
5,400.00

Investment in Co. C

D ividends

Jan. 1, 1920—Surplus .................................................................................................
Jan. 1, 1920—Investment in C stock, 90% ............................................................. $112,500.00
Profits, 1920:
From own operations .................................................................... $ 35,000.00
90% of company C ’s $10,000 profits...........................................
9,000.00
9,000.00

S tatement T aking

E xhibit A
COMPANY B
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E xhibit
B

receivable.
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*This $1,750.00 is a dividend for
nothing for accrued dividends. Hence
**Credited to surplus in accordance
mation) that the dividend received was

317,000
350,000

$377,000

$50,000

1,750

50,000
50,000

_

$377,000 $50,000 $50,000

317,000

$30,000

37,00037,000

37,250
70,250

$107,250 $107,250

$35,000
35,000
37,250

45,000

1,750

1,750*
10,000**

$10,000

Surplus

I nvestment A ccount

33,000 Credit
0
33,000 Debit
six months. Company A did not own the stock for the fullsix months period, but it paid
the entire dividend is treated as income.
with the assumption (probably false, but some assumption isnecessaryin the absence of infor
equal to the profit earned since “ early in 1919.”

Adjustments ....................................................................................

Adjusted balances—down ............................................................
Balances—per balance sheet .........................................................

Earnings for common .................$37,000
June 30, 1920: Dividends .............................................................
Dec. 31. 1920: Dividends ..........................
Adjusted balances ..........................................................................

From ownership of B stock:
Total profits (Ex. A ) ............... $44,000
Less pref . dividends...................... 7,000

ceivable) ......................
Dec. 31, 1920: Dividend on common (debit dividends re 
ceivable) ......................
30,000
Dec. 31, 1920: Profits:
From own operations ..................................

3, 1920: Dividend on preferred ......................................
10, 1920: Dividend on common .......................................
Dec. 31, 1920: Dividend on preferred (debit dividends re 

July
July

COMPANY A
Statement T aking up S ubsidiary P rofits as Credits to S urplus and D ividends as Credits to the
Investment in B Investment in B
Common
Preferred
“Early in 1919” : Investment in B common (50% ) .............. $150,000
Aug. 10, 1919: Investment in B preferred (50% ) .................
$50,000
Jan.
1, 1920: Surplus ...............................................................
Jan.
2. 1920: Investment in B common (50% ) ..................
190,000
Jan.
2, 1920: Dividend on preferred ..................................
Jan. 10, 1920: Dividend on common ......................................
On stock acquired “early in 1919” ; on stock
acquired Jan. 2, 1920, credit dividends
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Co. A
$40,000
75,000

Goodwill ....................................................................

302
500

800

Goodwil1 ..........................................................................

$880,750 $428,800 $154,000

$440,850

5,400 I
$34,800

1,800 b

30,000 G
1,750 H

10,000 F

50,000 C

$200,000 A
42,000 B

Dividends receivable from Co. C ........................................

112,500

28,000
34,000
46,500

46,100
47,500
66,500

$33,000a

Elimina
tions

90,000 D
11,700 E

30,000
1,750

49,500
88,000
85,000
10,000
1,500

50,000

15,000
20,000

Co. C
$10,000

Surplus —90% of $13,000..........................................

P ar ................................................................................

Investment in stock of Co. C—90%................................
Adjustment as per exhibit A ........................................
Eliminate present book value:

Preferred ..........................................................................

Common .........................................

Investment in preferred stock of Co. B—50% ...........
Eliminate book value—par ...........................................
Cash ........................................................................................
Inventories ............................................................................
Accounts receivable ...........................................................
Notes receivable—Co. B ............................... ......................
Deferred charges ..................................................................
Dividends receivable from Co. B :

Co. B
$25,000
50,000
75,000

1920

Adjustments
Dr.
Cr.

A and S ubsidiaries B and C
W orking P apers—D ecember 31,

Land ..........................................................................
Buildings ...........................................................................
Machinery ............................................................................... 100,000
Investment in common stock of Co. B— 100%............... 350,000
Adjustment—as per exhibit B....................................
Eliminate present book va lu e:
Capital sto ck ..............................................................
Surplus —as adjusted ...............................................

Assets —

Company
Consolidated

$987,900

9,000 G

2,800

123,600
169,500
198,000

75,000 G

$75,000
140,000
195,000

C .B .S.
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70,250

$33,000a
43,800
13,000

1,800 b

$440,850

11,700 E

42,000 B

5,400 I

1,300 M

37,250

1,750M
600 M

$987,900

30,000G
1,750 H

3,500
6,000

30,000

50,000 M
10,000 M
120,500
10,000
12,500
9,000
35,000

$700,000

C .B .S.

10,000F

1,500
1,000

$200,000 A
50,000 C
90,000 D

Elimina
tions

10,000

3,000
2,000

$100,000
36,500
32,500

$34,800

Adjustments
Dr.
Cr.

$880,750 $428,800 $154,000 $34,000 $34,800

Co. A ................................................................................
Adjustment—exhibit B ..........................................
Adjusted balance .......................................................
Co. B ................................................................................
Adjustment—exhibit A — .......................................
Eliminate present adjusted surplus ......................
Co. C ................................................................................
Eliminate Co. B ’s 90% ...........................................
Minority 10% ..................................................

Surplus :

Dividends payable ................................................................

Preferred ......................................................................................

Dividends Payable :
Common ..........................................................................

Co. C ................................................................................
Accounts payable .................................................................. 51,500
Notes receivable— Co. B —discounted .............................. 10,000
Accrued wages ..................................................................... 8,000
Accrued taxes .........................................
6,000
Dividends payable ................................................................ 35,000
Notes payable— Co. A .......................................................

Liabilities—
Co. A
Co. B
Co. C
Adjustment column total forward ..................................
Capital stock:
Co. A ................................................................................ $700,000
Co. B—common .............................................................
$200,000
Co. B—preferred ...........................................................
100,000

W orking P apers—Continued

Students’ Department
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B from “early in 1919” to the end of 1919. Of this amount, only $10,000
is income to company A, for payment was made for the right to the
dividend on 1,000 shares of B stock purchased on January 2, 1920. In
other words, when the A company paid $200,000 of its own stock for the
stock of B, it should have recorded the transaction thus:
Investment in stock of company B.................................... $190,000.00
Dividends receivable .............................................................. 10,000.00
Capital stock .................................................................... $200,000.00

When the dividend was received on January 10, dividends receivable
should have been credited with $10,000.00; surplus should have been
credited with $10,000.00; and cash should have been debited for the total.
It is to be remembered that surplus is credited because we are assuming
that the dividend is exactly equal to B’s profit since “early in 1919.”
The second difficulty arises from the necessity of determining the
rights of the preferred stockholders in B’s surplus. The law provides
that preferred stock is participating when not definitely stated to be non
participating, but the fact that 15% dividends have been paid on common
stock and 3½% dividends have been paid on preferred stock gives ade
quate information that the preferred stock is non-participating and that
its book value is par.
Company A and Subsidiaries B and C Consolidated Balance-sheet
December 31, 1920

Assets
Fixed assets:
Goodwill ....................................................................... ...$ 84.000.00
Land ............................................................................. ... 75,000.00
Buildings ..................................................................... ... 140,000.00
Machinery ................................................................... ... 195,000.00
-------------- $494,000.00
Current assets:
...$169,500.00
Inventories ...........................................................
... 198,000.00
Accounts receivable ..............................................
... 123,600.00
Cash .......................................................................
-------------- 491,100.00
Deferred charges:
.....................
2,800.00
Total all items ....................................................

$987,900.00
Liabilities
Current liabilities:
Accounts payable ................................................. ...$120,500.00
Notes payable .............................................................. ... 10,000.00
Accrued wages ............................................................ ... 12,500.00
Accrued taxes ............................................................ ... 9,000.00
Dividends payable—company A............................... ... 35,000.00
-------------- $187,000.00
Co.C
Minority interests:
Co. B
Preferred stock .................................... $50,000.00
$10,000.00
Common stock .......................................
1,300.00
Surplus .....................................................
600.00
Dividends payable ..................................
1,750.00

Total ................................................... $51,750.00
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Capital:
Capital stock .................................................................. $700,000.00
Surplus ............................................................................ 37,250.00
-------------- 737,250.00

$987,900.00
Problem:
A and B are partners engaged in the business of manufacturing.
Desiring additional capital so as to extend their operations, they make
overtures to C and submit the following balance-sheet for his consider
ation :
Balance-sheet—A and B—January 1, 1918
Land ..................................................................................... $ 10,000.00
Buildings .............................................................................. 25,000.00
Machinery .................................................
65-000.00
Inventory: Raw material ............................ $ 40,000.00
Finished goods ..........................
6,000.00
Goods in process ......................
3,000.00
-------------- 49,000.00
Cash ..........................................................................................
6,000.00
Accounts receivable ..........
15,000.00
Deferred ...................................................
1,000.00
Accrued taxes ......................................................................
$2,000.00
Accrued wages ....................................................................
14,000.00
Accounts payable ..............................................................
20,000.00
Notes payable ....................................................................
5,000.00
A’s capital ............................................................................
70,000.00
B’s capital ............................................................................
60,000.00
$171,000.00
$171,000.00
Examination discloses that buildings and machinery had not been
depreciated and that the inventory of raw materials was overstated. It
was finally agreed that the following deductions be made from the values
shown on the balance-sheet:
Deduct: Buildings ............................................................ .................... $ 5,000.00
Machinery .........................................................
15,000.00
Inventory—raw materials ................................................... 4,000.00
Accounts receivable ........................................
1,000.00
$25,000.00

The deductions for depreciation are to be set up on the books as a
reserve for depreciation; the deduction for raw materials is to be charged
off and the inventory accordingly corrected; accounts receivable is to be
adjusted by charging off $400.00 for uncollectible accounts, and $600.00 is
to be set up as a reserve for bad debts.
These adjustments having been made, C agrees to contribute $60,000.00
in cash to the partnership in consideration for a third interest in the
business, which offer was accepted by A and B as of January 1, 1919, and
C made payment accordingly.
The capital of the partnership after the admission of C is to equal the
net assets after making the adjustments agreed on, plus the cash con
tribution of C.
Prior to the entrance of C into partnership, the profits and losses were
divisible between A and B in the proportions of 60% and 40% respectively.
The net profits for the year ended December 31, 1919, were $25,000.
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From the foregoing data you are required to show (a) the adjust
ment of the respective capital accounts after settlement with C at the
beginning of the year; (b) revised percentages of profits for the year 1919,
and (c) division of profits for the year 1919.
Solution:
The problem does not ask for a revised balance-sheet after the admis
sion of C. Therefore it is not necessary to do more than show the effect
upon the capitals of A and B resulting from the stated deductions.

A
B
Together
Capitals before adjustments.................... $70,000.00 $60,000.00 $130,000.00
Deduct adjustments in P. and L. ratio....
15,000.00 10,000.00 25,000.00
Balances before admission of C.............. $55,000.00 $50,000.00 $105,000.00

The problem states that C is to obtain a one-third interest in the busi
ness for a payment of $60,000.00, and that the capital of the partnership
after the admission of C is to equal the net assets after making the adjust
ments agreed on, plus the cash contribution of C. It is therefore neces
sary to determine whether C’s $60,000.00 is exactly one-third of this total
or whether a transfer must be made from A’s and B’s accounts to C’s. or
vice versa.

Total net assets before C’s admission............................................ $105,000.00
Add C’s contribution............................................................................ 60,000.00
Total ............................................................................................... $165,000.00
One-third thereof ............................................................................ $ 55,000.00
This shows that while C pays in $60,000.00 he is to be credited with
only $55,000.00. In other words, $5,000.00 is to be transferred from his
capital account to the capital accounts of A and B. This transfer is made
in the profit and loss ratio, as follows:

Capitals before transfer................................ $55,000.00
Transfer ......................................................... 3,000.00
Final balance ............................................. $58,000.00

$50,000.00 $60,000.00
2,000.00
5,000.00
$52,000.00 $55,000.00

The admission of C dissolves the old partnership between A and B
and abrogates the contract between them as to the division of profits.
Unless a new agreement is specifically stated, the assumption is that the
profits in the new partnership will be divided in equal thirds of $8,333.33
to each.
If the former 60% and 40% ratio is to govern the distribution of the
profits remaining for A and B after allowing C one-third of the profits,
the problem should say so. Otherwise the $8,333.33 division is correct. If
the old ratio between A and B does govern the division of their twothirds, the distribution would be made as follows:
Partner
Ratio
A ........................................ 60% of 662/3% or 40%
B ....................................... 40% of 662/3% or 262/3%
C .............................................................................. 33 1/3%
Total ..........
100%
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Problem:
On January 1, 1921, the directors of Simpson Company, Inc., decided
to cease operations, liquidate the business and dissolve the corporation as
soon as possible. The balance-sheet, as at December 31, 1920, was as
follows:
Simpson Company, Inc.
Balance-sheet as of December 31, 1920
Assets
Liabilities
Assets ................................ $ 10,000.00 Accounts payable ............. $ 96,500.00
Accounts receivable ....... 45,000.00 Dividends payable ........... 3,500.00
Inventories ........................ 60,000.00 Accrued interest on bonds
1,750.00
Machinery and equipment 50,000.00 First mortgage gold bonds 100,000.00
Plant .................................. 200,000.00 Rental paid in advance....
350.00
Goodwill ............................ 105,000.00 Reserve for bad debts....
1,900.00
Deferred charges............... 2,500.00 Reserve for department
Unamortized discount on
machinery & equipment 10,000.00
bonds ..........................
3,333.33
Reserve for department
Bond sinking-fund cash.... 82,000.00
plant................................
5,000.00
Reserve for contingencies 10,000.00
Reserve for sinking fund 82,000.00
Preferred stock (1,000
shares) .......................... 100,000.00
Common stock (1,050
shares) ...................... 105,000.00
Surplus .............................. 41,833.33

$557,833.33
$557,833.33
The preferred stock certificates contain a provision that preferred stock
is to receive semi-annual dividends at the rate of 7% per annum,
payable January 1st and July 1st, the dividends to be cumulative if not
paid. On dissolution, the preferred stock is to be retired at 110, plus
dividends accrued from the date of the last dividend declaration, Decem
ber 31, 1920, to the date set by the directors in the notice to stockholders
to surrender their preferred stock for cancelation. The holders of com
mon stock are to receive, on dissolution, all of the remaining net assets.
On March 3, 1921, the directors, acting as liquidators, reported the
following transactions in connection with winding up the company’s affairs:
Accounts receivable had realized 80% of their face value.
All accounts payable and dividends payable had been settled.
All merchandise had been disposed of for $40,000.00.
Machinery and equipment had been sold for $22,000.00
The sinking-fund trustee had been paid sufficient additional cash to
buy in all outstanding bonds at 98½, plus the interest accrued to December
31, 1920. Any additional accrual is to be disregarded.
The sinking-fund trustee had redeemed all bonds in accordance with the
preceding paragraph and had been discharged. Any possible trustee’s
expenses and commissions are to be disregarded.
The bond liability having been liquidated, the plant was sold for $180,000.00 The purchaser of the plant would not assume the property subject
to the lease held by a tenant who occupied the top floor, whose prepaid
rental was reflected in the balance-sheet as at December 31, 1920. In order
to consummate the sale of the plant, it was necessary to effect a cancela
tion of the lease, which was done by payment to the tenant of $3,500.00
and the refund to him of the advance payment mentioned.
Miscellaneous expenses of realization and liquidation were $4,000.00.
On April 9, 1921, the directors notified all stockholders to turn their
stock certificates in for cancelation as of date April 19, 1921. On the
latter date, all certificates having been received from the stockholders, the
assets on hand were distributed pro-rata to each class of stockholders,
and the stock certificates were canceled.
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From the foregoing facts prepare:
(a) Realization and liquidation statement.
(b) Statement showing realized value per share of stock.

The Simpson Company, Inc.
Realization and Liquidation Account
December 31, 1920, to April 19, 1921.
(Left side)
Assets to be realised:
Accounts receivable ............................ $ 45,000.00
Less reserve for bad debts...........
1,900.00
-------------- $ 43,100.00
Inventories ...........................................
60,000.00
Machinery and equipment........................ $ 50,000.00
Less reserve for depreciation....... 10,000.00
40,000.00
Plant ............................................... 200,000.00
Less reserve for dep
reciation
..... 5,000.00...... 195,000.00
Goodwill ...............................................
105,000.00
Deferred charges ................................
2,500.00
-------------- $445,600.00

Liabilities liquidated:
Accounts payable ....................................................... $ 96,500.00
Dividends payable....................................................... 3,500.00
Bond payable—$100,000.00 par retired at 98½.... 98,500.00
Accrued interest on bonds.........................................
1,750.00
Rental paid in advance.............................................
350.00
-------------Supplementary Charges:
Premium for cancelation of lease.................... $ 3,500.00
Expenses of realization and liquidation................
4,000.00
--------------

200,600.00

7,500.00

$653,700.00
The Simpson Company, Inc.
Realization and Liquidation Account
December 31, 1920, to April 19, 1921.
(Right side)
Liabilities to be liquidated:
Accounts payable .......................................................$ 96,500.00
Dividends payable ..................................................... 3,500.00
Accrued interest on bonds......................................
1,750.00
First mortgage gold bonds...................................... 100,000.00
Rental paid in advance.............................................
350.00
-------------- $202,100.00
Assets realised:
Accounts receivable ................................................... $ 36,000.00
Inventories .................................................................. 40,000.00
Machinery and equipment........................................ 22,000.00
Plant.............................................................................. 180,000.00
-------------278,000.00
Loss on realisation..............................................................................
173,600.00
$653 700.00
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The Simpson Company, Inc.
Realization Profit-and-Loss Account
December 31, 1920, to April 19, 1921.
Loss on realization of
Accounts receivable ...................... $ 7,100.00
Inventories ........................................... 20,000.00
Machinery and equipment.................. 18,000.00
Plant ..................................................... 15,000.00
Goodwill ............................................... 105-000.00
Deferred charges ................................ 2,500.00
-------------- $167,600.00
Premium to cancel lease...........................
3,500.00
Expenses of realization and liquidation
4,000.00

Total .................................................................................................... $175,100.00
Deduct discount on redemption of bonds......................................
1,500.00
Net loss on realization........................................................................

$173,600.00

The Simpson Company, Inc.
Statement of Cash
December 31, 1920, to April 19, 1921.
Cash balance, December
Accounts payable .............$ 96,500.00
31, 1920 ...................... $ 10,000.00
Dividends payable ........... 3,500.00
Bonds payable.................. 98,500.00
Sinking-fund cash, De
cember 31 ................... 82,000.00
Accrued interest on bonds 1,750.00
350.00
Accounts receivable ....... 36,000.00 Rental refund ..................
3,500.00
Inventories .........
40,000.00 Cancelation of lease.........
Machinery and equipment 22,000.00 Expenses ..........................
4,000.00
Plant ................................... 180,000.00 Balance for stockholders 161,900.00

$370,000.00
Balance down .................. $161,900.00

$370,000.00
Payment to preferred:
Par ...............$100,000.00
Premium..... 10,000.00
Dividend .....
2,090.00
................... $112,090.00
Payment to common....... 49,810.00

$161-900.00

$161,900.00

The Simpson Company, Inc.
Statement of Capital
Capital—December 31, 1920:
Preferred stock................................................. $100-000.00
Common stock.........................................................
105,000.00
Surplus ................................................. $ 41,833.33
Less discount on bonds................. 3,333.33
-------------38,500.00
Reserve for contingencies.....................................
10,000.00
Reserve for sinking fund.....................................
82,000.00
-------------- $335,500.00
Deduct loss on realization................................................................
173,600.00

Capital—April 19, 1921......................................................................
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Liquidating dividends:
To preferred stockholders:
Par .......................................................................... $100,000.00
Premium ................................................................ 10,000.00
Dividend: 109/365 of $7,000.00.........................
2,090.00
--------------

112,090.00

To common stockholders....................................................................
$49,810.00
The payment of the dividend for the fractional period is an absolute
requirement, based on an agreement between the common stockholders and
preferred stockholders. It is not conditional upon the existence of a
surplus.
Realized value per share:
Preferred: $112,090.00 ÷ 1,000 = $112.09
Common:
49,810.00 ÷ 1,050 = 47.44

ADIN S. HUBBARD
Adin S. Hubbard, member of the American Institute of Accountants,
certified public accountant of Rhode Island, died August 18, 1922. To
everyone in New England acquainted with accountancy Mr. Hubbard was
well known. He was a regular attendant at meetings of the American
Institute of Accountants. He was a member of the Rhode Island Society
of Certified Public Accountants and was also a member of the state board
of accountancy.
Allen R. Smart, Edward E. Gore, David A. Houston and William B.
Boulter announce the formation of the firm of Smart, Gore & Co., with
offices at 111 West Monroe street, Chicago, Illinois.
Alfred N. Maas and Philip Sohmer announce the formation of a part
nership under the name of Maas & Sohmer, with offices at 1170 Broadway,
New York.

Washington Society of Certified Public Accountants
At the annual meeting of the Washington Society of Certified Public
Accountants held August 26, 1922, William McAdam, J. P. Robertson and
James M. McConahey were elected directors for a term of two years.
They, with the holdovers, A. S. Hansen and E. P. Jarvis, will constitute
the board of directors for the next year.
A. S. Hansen was re-elected president, J. P. Robertson re-elected vicepresident, James M. McConahey elected secretary-treasurer, and W. O.
Atwood, auditor.
The by-laws were amended to provide for local chapters in addition to
the state society. A local chapter was immediately formed in Seattle and
the officers and directors of the state society were elected to the same
positions in the chapter. Chapters are also now being formed in Spokane
and Tacoma. The reports of the officers showed the most successful year
in the history of the society.
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Conducted by
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Special Committee on Accounting Terminology
American Institute of Accountants

The committee on terminology presents in this issue of The Journal
Accountancy definitions of:
Accrue
Allowance
Provision
Requirement
Reserve
Surplus

Accrue:
This
(a)
(b)
(c)
(d)
(e)

word conveys the following meanings:
To accumulate, as an accrual of interest.
To come as a natural result or increment, as by growth.
To come into existence, as a right or the like.
To arise, as an addition, accession or advantage.
To become vested (legal usage), indicating a present and en
forceable right or demand.
(f) To increase (rare usage.)
The meaning most commonly met in accounting practice is that of
accumulation [(a) above] based upon lapse of time, e.g., in the case of
interest it signifies an accumulation to a stated date of an item receivable
or payable at a later date but covering a period commencing prior to the
stated date.

Allowance:
This word conveys the idea of that which is approved, permitted,
awarded, conceded, yielded or assigned.
As used in accounting it indicates—
1. A recognition of modifying circumstances or a margin for devia
tions from standard; specifically
(a) A deduction from the purchase or selling price of commodi
ties on account of short weight, inferior quality, damaged
goods, delayed delivery, breach of contract, etc. Such de
ductions should be made directly from the accounts which
they affect.
(b) A deduction from the amount charged for personal services
rendered, for work performed or for service furnished (heat,
light, telephone, transportation, etc.), either receivable or
payable, on account of dissatisfaction, breach of contract, etc.
(c) A deduction of a lump sum from an amount receivable or
payable for prompt payment, as distinct from a percentage
discount.

The above allowances are deductible from the accounts containing
the items upon which the allowances are made, whether such accounts
be nominal or real.
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An amount granted for a specific purpose, e. g., an allowance for
office rent; an allowance in lieu of actual expenses.
In law the word is used to denote an extra sum awarded, in addition
to regular costs, to the successful party in a difficult case.
In minting the word is used to denote a permissible deviation in the
fineness and weight of coins, owing to the difficulty in securing exact
conformity to standard prescribed by law.
Note: The word “allowance” is occasionally used synonymously
with “reserve,” e. g., allowance for depreciation or allowance
for bad debts, but this usage should be discouraged.

2.

Provision:
This word is used as a substitute for “reserve” but should only
provide:
(a) For liabilities known to exist, the exact amount of which will
not be known until a later date, e. g., income taxes, overlapping
accounts payable (bills or invoices not received or not audited
and not entered on books), dividends declared but the amount
of which is not known because of outstanding convertibles.
(b) For disputed liabilities arising out of or due to past operations
or activities, e. g., judgments payable on appeal, additional in
come taxes levied but disputed and under review by the taxing
authorities or being adjudicated in the courts. Obligations con
tingent upon the future action or non-action of other parties
should be reserved for and not provided for, e. g., reserve for
notes discounted.

In its legal sense the word (usually in the plural) means a distinct
stipulation, the part of an agreement, arrangement or rule referring to
one specific thing, e. g., the provisions of a bill.
Requirement:
This word conveys the idea of something that is needed by virtue of
the attendant circumstances or the nature of things; a necessity or requi
site; something that must be provided for in a financial way.
In its legal sense, the word indicates a condition that must be met
or a rule that must be observed.

Reserve:
The correct use of this word, as applied to an account, will be
facilitated by reference to its derivation, re, back, and servare, to keep,
i. e., a keeping back or withholding.
A reserve account indicates a segregation of and withholding for a
specific purpose of past or current profits, revenue or income from any
source. It is invariably a credit account and may be provided to cover:
1. An estimated loss in value of physical property which has theo
retically occurred in the past or is due to or arises from past
operations or activities; e. g., reserve for wear and tear.
2. An estimated or actual loss in value of choses in action, e. g., re
serve for bad and doubtful debts, reserve for depreciation or
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fluctuation of securities (to cover repudiation, bankruptcy, insol
vency or merely a temporary fluctuation.)
3. A discounting or proration of future estimated or actual loss
of exclusive use or possession of intangible capital such as
patents, copyrights, franchises, leaseholds, rights of way, water
rights or special terminable privileges or rights of any kind
which have been capitalized. A reserve for amortization should
be used in this case where lapse of time is the governing factor.
4. An estimated loss in value of physical property which may,
(problematical as to occurrence) or will (problematical as to
extent) occur in the future, e. g., a self-insurance reserve to
cover loss by fire, accident, casualty or action of the elements.
5. An estimated future expenditure for compensation to employees
or other necessitated by reason of the foregoing contingencies,
e. g., reserve for workmen’s compensation or reserve for acci
dent liability.
6. An estimated future expenditure or loss occasioned by guaranties
or endorsements, contingent upon the future action or non-action
of other parties to the transactions; e. g., a reserve for notes
discounted or a reserve for accommodation endorsements; or an
estimated future expenditure or loss contingent upon breach of
warranty, or upon non-fulfillment of contractual conditions, e. g.,
reserve for tire mileage.
7. An estimated future expenditure for capital outlay, the reserve
being created to conserve the available cash balance by reducing
the amount of unappropriated surplus, e. g., reserve for capital
additions. From the standpoint of accounting terminology, this
is an unfortunate use of the word “reserve.” “Appropriated sur
plus” is a preferable designation.
8. An actual or estimated loss in value of tangible property of any
kind which has occurred in the past, partly or wholly recoverable
by insurance and in process of amicable adjustment with or dis
puted by insurers; e. g., reserve for fire loss.
A loss of possession of tangible property of any kind due to burglary,
larceny, embezzlement or defalcation, not covered by insurance, should,
upon discovery, be written off to an appropriate nominal account. A
reserve should not be created for such loss. The property value should
be reinstated in the assets and the nominal account should be credited,
if and when recovery ensues. If, however, the exact amount of the
loss may not be determined for some time, an appropriate reserve account
may be set up in the books as a temporary expedient, subject to clearance
and adjustment when the facts are known.
A reserve account which is created to cover losses in the past or
an amortization reserve for future loss of use or possession is, in effect,
abatement of the corresponding assets, whereas reserve accounts created
to cover losses and attendant expenses which may or will occur in the
future or to cover future capital outlays or other future expenditures are
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mere segregations of surplus and as such are part of the true net worth
of a business.
Some eminent accountants have used the word reserve as descriptive
of a “reserve fund,” but this practice, which is an excellent example of
the confusion existing in accounting terminology, is falling into disuse.
Reserve is also used in a descriptive sense to denote something stored
up for future use or in excess of current needs, e. g., a reserve stock of
materials, or to denote something set apart for a particular purpose, e. g.,
a reserve of land, but in neither case is it customary to give effect to the
designation in the books of account.
In still another sense reserve is used to denote the minimum ratio
of cash and choses in action to the amount due depositors which banks
are required by law to maintain at all times.
Note:

A reserve for loss on containers or on other property deliv
ered to vendees and to be returned by them has fallen into
disuse in most industries as such loss is now usually obviated
by a tentative charge or actual deposit.

Surplus:
This word is a contraction of two Latin words, super, meaning above,
and plus, meaning more: an overplus; something left over after cer
tain requirements are fulfilled.
As applied to corporations or similar forms of legal entity organized
and conducted for profit, surplus, in its broadest significance, measures
the excess of assets over liabilities and capital. When used without quali
fication, or designated as “unappropriated,” “free” and the like, and in
absence of legal restriction, it indicates the maximum amount of undis
tributed profits which, if available in liquid form, may be distributed to
stockholders or other legal participants in the discretion of directors or
others charged with such distribution, as stated below. When designated
as “manufacturing,” “operating,” and the like, it indicates the accrued
profits pertaining to a certain phase of a business. When designated as
“appropriated,” “reserved,” and the like, it indicates the amount of un
distributed profits withheld for some specific purpose.
Surplus (a) may be accumulated through the normal operations of
a business, (b) it may be paid in upon incorporation or as part of later
financing, (c) it may result from a reappraisal of assets, reflecting thereby
either a correction or adjustment of former account classification or an
unearned increment, (d) it may be acquired through the purchase of a
company's own stock or obligations, or in other ways. However, surplus
is surplus by whatever legal means acquired and is distributable as such,
subject to the facts, legal aspects and moral restrictions applicable to
each case.
In some corporations “profit and loss,” “undivided profits,” or “loss
and gain” is used in place of “surplus,” and in other cases two accounts
are kept, the former to reflect the results of current operations, while
“surplus” is the account to which the former is closed at the end of a
fiscal period.
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In partnership accounts, the account corresponding to “surplus” is
usually designated as “profit and loss” or as “undistributed profits” and
is distributable in accordance with the partnership agreement, whether
written or oral.
The surplus of a government (federal, state or city) or of a corpora
tion or other form of legal entity not organized or conducted for profit
(e. g., an educational, eleemosynary or religious organization) indicates
the excess of available resources over obligations and commitments, which
may be applied to or used for future activities.

Communications should be addressed to any one of the undersigned.

Walter Mucklow, chairman,
420 Hill Building, Jacksonville, Florida
Edward H. Moeran,
120 Broadway, New York
J. Hugh Jackson,
56 Pine Street, New York

Flack & Flack of Melbourne, Sydney, Brisbane and Perth (Australia)
announce the opening of an office at Steamship buildings, Currie street,
Adelaide, South Australia.

Naramore & Miles announce the opening of a branch office at 305
Proctor building, Troy, New York.
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88-92.
WATER SOFTENING
Cost Accounting
Hobbs, W. H. Need Better Cost Accounting for Water Softening;
necessary for water engineer to talk in terms of ton-miles and main
tenance costs to put ideas across. Railway Review, August 26, 1922,
p. 267-9.
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American Institute of Accountants
List of Officers, Members of Council and Committees—1922-23

OFFICERS
.. Edward E. Gore............ 111 W. Monroe St., Chicago, Ill.
John R. Loomis........................... 54 Wall Street, New York
Vice-Presidents
Norman McLaren .519 California St., San Francisco, Cal.
Treasurer ............ Arthur W. Teele......................... 120 Broadway, New York
Secretary .............. A. P. Richardson.................... 135 Cedar Street, New York

President ....

Members of the Council

For Five Years:

For Three Years:

Elmer L. Hatter.............................. Maryland
J. Edward Masters................. Massachusetts
James S. Matteson.........................Minnesota
R. H. Montgomery........................New York
Carl H. Nau..............................................Ohio
John B. Niven.............................. New Jersey
E. G. Shorrock............................ Washington

John F. Forbes................................. California
J. Porter Joplin.................................... Illinois
Waldron H. Rand................... Massachusetts
Frederick A. Ross......................... New York
Frederic A. Tilton............................. Michigan
C. R. Whitworth...................................Illinois
William Jeffers Wilson............ Pennsylvania

For Four Years:

For Two Years:

Albert T. Bacon.................................... Illinois
F. H. Hurdman..............................New York
J. E. Hutchinson................................... Texas
Clifford E. Iszard.............................. Delaware
Walter Mucklow.................................... Florida
J. R. Ruckstell.................................. California
W. R. Tolleth...................................... Virginia

Ernest Crowther......................... Pennsylvania
Charles S. Ludlam......................... New York
Charles E. Mather..................... New Jersey
Overton S. Meldrum....................... Kentucky
George S. Olive.....................................Indiana
Adam A. Ross............................. Pennsylvania
C. E. Wermuth................................. Louisiana

For One Year:
P. L. Billings........................................... .Iowa
L. G. Fisher..............................Rhode Island
J. D. M. Crockett............................. Missouri
Page Lawrence................................. Colorado
W. Sanders Davies........................New York
W. A. Smith................................. Tennessee
Edward L. Suffern..................... New Jersey

Examiners
For Three Years:

Board

of

Harold B. Atkins........................... New York
William B. Campbell..................... New York
A. S. Fedde.................................... New York

For Two Years:

For One Year:

Elmer L. Hatter.......................... Maryland
John B. Niven, chairman..........New Jersey
Ernest Reckitt....................................... Illinois

John F. Forbes................................. California
Charles E. Mather.......................New Jersey
Waldron H. Rand................... Massachusetts

Auditors
R. J. Bennett

Pennsylvania

R. T. Lingley

Executive Committee
The President, chairman............. Illinois
The Treasurer ... ............... New York
L. G. Fisher ......................Rhode.. Island
F. H. Hurdman ...................New York
C. E. Iszard ............................. Delaware
R. H. Montgomery ............. New York
Edward L. Suffern............ New Jersey

New York

Committee of Professional
Ethics
C.
J.
J.
J.
J.

H. Nau, chairman ..........Ohio
D. M. Crockett ................... Missouri
F. Forbes .............................. California
Porter Joplin ........................... Illinois
E.Masters ..................... Massachusetts
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KADILLAC LINE OF LEDGERS—POST BINDERS
RING BINDERS AND LOOSE-LEAF SUPPLIES

A 100-page catalog describing our
loose-leaf lines from A to Z. A cata
log that should be in the hands of
every accountant. Send for it today.
No obligation incurred whatsoever.
“America’s Largest Office Outfitters”

GREGORY MAYER&TH0M Co.
Cadillac Square, Detroit
Flint

Lansing

The Flexi-Folder is a continuous back cover made of
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At Exceptional Prices
We offer Style No. 1000 C. P. A., size
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A. H MICHAELS
31 Beaver Street

New York

WANTED—Back Numbers of
The Journal of Accountancy
May, 1918
January, 1920
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January, 1921
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January, 1922
For a limited number of the above copies,
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St. Louis, Mo.
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Belknap Systems
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ENVELOPES
WRAPPERS
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POST CARDS
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Defendable

Appraisals
By Qualified Experts in all Lines

HE Belknap System is readily

to any type of enter
Tadapted
prise, from modest businesses to

huge corporations. It does not
disturb established routine, but
merely expedites it smoothly and
economically.
We are ready either to send a
demonstrating booklet, or to show
how the System would operate in
your own office.

Rapid Addressing Machine Co.

We are not Auditors, Account
ants, Efficiency, Cost, Tax or Fire
Insurance Experts, but we do make
our appraisals to harmonize with
their Wants as to form, if required.
We confine our business strictly to
appraisals.

Correspondence Invited

Standard Appraisal Company
Home Office

34 West 23rd Street, New York

90 John Street, New York

Office and Agencies
in all Principal Cities

BRANCHES ALL PRINCIPAL CITIES

Copyright 1922 by Income Tax Index Service, Inc.

FEDERAL
INCOME TAX INDEX
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mark.

EVERY CASE IS GUARANTEED AS TO WORKMANSHIP AND MATERIAL
We prefer that you should buy from your dealer. If he does not carry trade-marked Mashek
cases write to us for quotations on your requirements.

FRANK MASHEK & CO.
Chicago, Ill.

1914-16 Milwaukee Avenue
Manufacturers of Brief. Cases, Portfolios,
Catalog Cases, Wallets

We guarantee all our cases as to
workmanship and material

When writing to advertisers kindly mention The Journal

of

Accountancy

THE JOURNAL OF ACCOUNTANCY

The endowment fund of the American
Institute of Accountants announces
the forthcoming publication of

AUDIT WORKING
PAPERS
THEIR PREPARATION AND CONTENT

XIII

Dixon’s Eldorado!
Once you touch its smooth,
responsive lead to paper you
will never be satisfied with
any other.

By J. Hugh Jackson
(Tentative date of publication November 1, 1922)

The following is a summary of the
contents of the book:
Author’s Preface
Table of Contents
Introduction by Carl H. Nau
Body of the Text
Chapter I —The Author’s Records.
“
II —Indexing and filing the working
papers.
“
III —The final statements.
“
IV —The construction, or property and
plant schedules.
“
V —Current and investment security
schedules.
“
VI —Inventories.
“
VII —Receivables and cash.
“
VIII—Scheduling the deferred charges
to operations.
“
IX —The working schedules for capital
Stock and funded indebtedness.
“ X —Current liabilities’ schedules.
“ XI —The reserve schedules.
“ XII —Surplus, and profit and loss.
“ XIII—Miscellaneous working schedules.
Bibliography
Part I—Topical references on auditing theory
and procedure.
Part II—General reading course on accounting
and business.
Index
Appendix A—Model set of working papers of the
North American Shipbuilding Co.
Appendix B—Miscellaneous audit schedules and
working sheets.

The copyright of the book will be donated
to the endowment fund of the Institute,
and all profit derived from the sale will ac
crue to the principal of the endownment
fund.

DIXON’S

dorad
ELPENCILS
doradO
Send for
FREE SAMPLES

Write for full-length free
samples of DIXON’S
ELDORADO and fulllength free samples of
Dixon’s “BEST” Colored
Pencils. Both are supreme
in their field.

Made in 17 leads
FOR ALL
PENCIL
WORK.

JOSEPH DIXON
CRUCIBLE CO
Pencil Dept. 117-J
Jersey City, N. J.
Canadian Distributors:
A. R. MacDougall & Co., Ltd.
Toronto
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DUTIES OF THE JUNIOR
ACCOUNTANT

INTRODUCTION TO
ACTUARIAL SCIENCE

BY W. B. REYNOLDS AND F. W. THORNTON

By H. A. FINNEY

7 x 5 inches; 107 pages.
PUBLISHED UNDER THE ENDOWMENT FUND
OF THE AMERICAN INSTITUTE OF ACCOUNTANTS

Now obtainable in
FLEXIBLE BINDING

This work tells what is expected of
the beginner and of the more expe
rienced junior accountant. It is an
aid to learning what to do and how
to do it.
A fund of advice and suggestion is
afforded the reader on:

Keeping auditor’s records.
Beginning work on assignments.
Verification of bank balances, cash
on hand, etc.
Checking footings.
Vouching entries.
Checking accounts carried in foreign
currency.
Verification of securities.
Taking trial balances.
Vouching capital assets and addi
tions thereto.
Liabilities not taken up.
Exhibits.
Conduct in clients’ offices.
Utilizing waiting time.
Care of papers.
Care of clients’ books and records.
Matter to be included in reports.
First published in book form in Feb
ruary, 1918, this book’s popularity
has been consistently maintained. It
is now in the fourth printing.

Published under the Endowment Fund of the
American Institute of Accountants

A WORK that every accountant and
student of accountancy should possess
and study.

BECAUSE of the desire of many ac
countants and students for informa
tion on this subject, Mr. Finney, edi
tor of the Student’s Department of
The Journal of Accountancy, has
written this book consisting of 101
pages, 5x7 inches, printed in large
type and bound in cloth.

THE TEXT of “Introduction to
Actuarial Science” consists of articles
which appeared in The Journal
of Accountancy and solutions of all
problems in actuarial science con
tained in the examinations of the
American Institute of Accountants up
to and including May, 1920.
INTEREST, single investments, an
nuities, leasehold premiums, bonds
and depreciation are discussed in a
clear and concise manner.
THIS WORK should appeal not only
to the accountant but to many busi
ness men.
Price $1.50 delivered in the
United States of America

For the convenience of those who wish to carry
the volume about with them, a limited number has
been bound in flexible leather.

In genuine leather .... $1.50
.... 1.25
(in cloth board binding . . . .1.00

Price In imitation leather

The American institute
Accountants
135 Cedar Street

of

AMERICAN INSTITUTE OF
ACCOUNTANTS

135 Cedar Street

New York
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THE ACCOUNTANTS’ INDEX
SPECIMEN PAGE
1303

ACCOUNTANTS’ INDEX
RESERVES AND SINKING FUNDS—SINKING

funds—(Continued)
Lawton, Willard H. Sinking funds in rate
valuations. Journal of accountancy, March
1915, p. 191-7.
Lawton, Willard H. Treatment of sinking
funds. Journal of accountancy, July 1914,
p. 80-2.
Leake, P. D. Annuity or sinking fund theory
of measurement. Accountant, July 3, 1915,
p. 18-25. Electrician (London), March 26,
1915.
Leaks, P. D. Use and misuse of the sinking
fund. Accountant, Sept. 23, 1912, p. 663-9.
Ludlam, Charles S. Treatment of sinking
funds. Journal of accountancy, March 1914,
p. 165-76.
Macpherson, F. H. Sinking fund principle
and practice. Journal of accountancy, Aug.
1912, p. 113-6.
MacRae, Thaddeus B. More about sinking
funds: not a charge against profits. Aera,
Feb. 1914, p. 719.
Murray, Alexander. Corporation gas works
accounts, depreciation and sinking funds.
Accountant, Aug. 18, 1888, p. 521-3.
Pangborn, Warrel S. Sinking fund reserves
(so-called). Journal of accountancy, Aug.
1911, p. 262-7.
Penn-Lewis, W. Use of sinking funds for
new capital purposes. Accountant, Sept. 7,
1901, p. 970-3, 1077. Incorporated account
ants' Journal, 1900-1, p. 224.
Pentlarge, Th.
Sinking fund and. its
treatment by the accountant. New York
accountants’ and bookkeepers’ journal, May
1914, p. 129-34.
Shipway, George W. Treatment of sinking
funds: correspondence. Journal of account
ancy, June 1914, p. 478-9.
Should sinking funds be charged against rev
enue. Journal of accountancy, Oct. 1908,
p. 439-40.
Sinking fund delusion. Engineering news,
Dec. 30, 1915, p. 1282.
Sinking fund reserves again. Journal of ac
countancy, April 1911, p. 457.
Sinking funds. Accountant, 1887, p. 57. 86,
93, 107,
Sinking funds. Accountant, Oct. 5, 1889, p.
509-10.
Spicer, E. E. and E. C. Pegler. Operation of
sinking funds for the repayment of loans.
(In their Book-keeping and accounts. 1914.
p. 55-8).
Stevens, Richard F. Sinking funds; on the
treatment by railway corporations. Account
ant, Sept. 19, 1896, p. 767-9.
Turner, E. Hartley. Repayment of the loans
of commercial and financial undertakings
(sinking funds). Accountant, April 27,
1912, p. 657-64.
Turner, S. H. Depreciation and sinking funds
in municipal undertakings:reprinted from
the Economic journal. Accountant, June 11,
1904, p. 785-90.
Vinal, Eugene R. Sinking funds. (In his
Mathematics for the accountant. 1920. p.
75-80).
Walmsley, Frederic. Depreciation and sink
ing funds In municipal undertakings. Ac
countant, Oct. 31, Nov. 14, 1903, p. 133143, 1388-90.
Incorporated accountants’
j6umal, 1903-4, p. 35.
Walton, Seymour. Bonds and sinking funds.
Journal of accountancy, Dec. 1918, p. 46872.
Walton, Seymour. Premium or discount on
bonds in sinking fund. Journal of account
ancy. May 1915. p. 390-2).
Walton, Seymour. Sinking fund or serial
bond plan. Journal of accountancy. May
1919. p. 384-5.
Walton, Seymour. Sinking fund reserves.
Journal of accountancy. May 1911, p. 68.
Walton, Seymour. Sinking funds. Journal
of accountancy, Aug. 1914, p. 144-9.

Walton, Seymour. Sinking funds. Journal
of accountancy, Feb., March, Oct. 1916, p.
149-50, 234, 314-5.
Walton, Seymour. Sinking funds again.
Journal of accountancy, Sept. 1914, p. 231-2.
Walton, Seymour. Sinking funds and depre
ciation. Journal of accountancy, Feb. 1916.
p. 150-2.
Walton, Seymour. Sinking funds and reserve
accounts. Journal of accountancy, Oct.
1908. p. 394-9.
Walton, Seymour. Treatment of sinking fund
on the books. Journal of accountancy,
March 1917. p. 200-4.
Whatley, G. E. Stuart. Reserve and sink
ing funds. (In his Accountant’s and book
keeper’s vade-mecum. 1893, p. 33-40).
Wildman, John R. Reserves. (In his Prin
ciples of accounting. 1914. p. 174-92).
Williams, L. R. Redemption of stock issues.
Accountant, Aug. 3, 1907, p. 147-53.
Woodhouse, Lister. Consolidation of loans
and sinking funds. Accountant, Aug. 21,
1897, p. 813-5.
RESERVES and sinking funds. Rowe, C. V.'
RESERVES,
annuities and sinking funds.
Spicer, Ernest Evan. 1911.
RESERVES for depreciation. Electrical world,
July 11. 1914, p. 82.
RESERVES that are and reserves that are not:
correspondence. Journal of accountancy,
Dee. 1911, p. 622,
RESOLUTION on depreciation and publicity.
Street railway journal, May 9, 1908, p. 789.
RESOLUTIONS of Minnesota state bankers’ as
sociation. Journal of accountancy, July
1910, p. 214.
RESOLUTIONS of New York state association
concerning tentative classifications. Elec
tric railway review, March 28, 1908, p. 378.
RESPONSIBILITIES of actuaries. Accountant,
Nov. 25, 1905, p. 618-21.
RESPONSIBILITIES. of auditors. Accountant,
April 1, 1882.
RESPONSIBILITIES of auditors. Accountant,
June. 11, 1892, p. 477-81.
RESPONSIBILITIES of auditors in respect of
prior accounts. Accountant, Aug. 31, 1901,
p. 937-40.
RESPONSIBILITY of accountants and auditors.
Accounting and commerce, April 1919. p.

of auditors. Journal of ac
countancy, Nov. 1912, p. .422-6.
RESPONSIBILITY of auditors: correspond
ence. Journal of accountancy, July 1912,
p. 73.
RESPONSIBILITY of auditors:
People vs.
Green S. Daly, 194 N. Y.: Smith vs. Lon
don assurance co. 109 Appellate division,
882 N. Y.
RESPONSIBILITY of directors.
Bankers’ mag
azine, Nov. 1909, p. 741.
RESPONSIBILITY of the accountant. Suffern,
E. L.
RESPONSIBILITY

RESSEE, STEPHAN

Methods of cost calculation in mechanical en
gineering. New York accountants’ and
bookkeepers’ journal, Jan.. Feb.. March,
April, 1904, p. 1-3, 35-8. 73-6, 108-1Q.
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HELP WANTED

SITUATIONS WANTED

Accountant and Report Editor

Age 39. C. A.; C. P.
Manager. A.;
Member A. I. A.
with executive and broad auditing, systematizing, and
report editing experience, seeks executive appointment
with well established firm. Box 356, c/o The Journal of
Accountancy, Incorporated.

A firm of certified public accountants in a large southern
city desires the services of an experienced accountant
who has had training in surveying and editing reports.
Good salary and permanent position to right man. Ad
dress Box 362, c/o The Journal of Accountancy, In
corporated.

Accountants

position desired with a progressive firm of
public accountants in any large city on
Pacific Coast. Student Higher Accountancy Course; 3½
years accounting experience, 1 year as auditor; age 32;
married. Address: Accountant, Box 98, Chandler, Ariz.

Junior

Public Accountants fully qualified
Wanted Certified
in experience to take charge and develop
branch office business.
Scott, Charnley & Company,
Certified Public Accountants, Charlotte, N. C.

Several competent Accountants as traveling
auditors by Parent Company having New
York Head Office to audit local books of its subsidiary
public utility companies. Give age, experience, salary
and full information in first letter. Box 355, c/o The
Journal of Accountancy, Incorporated.

Wanted

SITUATIONS WANTED

Graduate Harvard School
of Business Administration;
seven years Public and Corporation Accounting. Special
ist in Costs; Contributor to Industrial Management
Magazine and several official bulletins of National Asso
ciation of Cost Accountants. A man of exceptional
ability who can think straight and has imagination.
Address Box 364, c/o The Journal of Accountancy.

Senior Accountant

Senior Accountant-Auditor.
Fifteen years as Accountant and Executive with Indus
trial Corporations. Four years in public accounting.
High School and Commercial College Education; Walton
School of Commerce trained. Just completed nineteen
months engagement with New York C. P. A. Now open
for engagement. Best references as to character and
ability—Married; Christian; Location immaterial. Box
365, c/o The Journal of Accountancy, Incorporated.

Accountant and Treasurer,
a position in either capacity with a progressive company
where an opportunity is presented is desired by a young
man, Christian, now engaged as treasurer. Past ex
perience has been with public accounting and corpora
tion accounting work. Salary $3,600 per annum. Ad
dress Box 363, c/o The Journal of Accountancy, In
corporated.

Accountant - Controller - Capable
36, broad business experience, de
Executive, Age
_ Accountant
sires connection as Controller, Account A Young
ing Dept. Manager, President’s Executive, Assistant, or
Statistican. Trained in finances, commercial and factory
accounting, capable of assuming heavy responsibilities.
Box No. 360, c/o The Journal of Accountancy, Incorpo
rated.

having studied three
years at New York
University, desires a position with a firm of Certified
Public Accountants. Haye had six years bookkeeping
and one year’s accounting experience, and am now
studying for a degree. Box 367, c/o The Journal of
Accountancy, Incorporated.

position with Certi
Junior Accountant: fiWants
ed firm (Philadelphia pre
ferred) fifteen years executive position; over one year
accounting and auditing. Graduate University Account
ing course; Married, Age 35. Box 358, c/o The Journal
of Accountancy, Incorporated.

with general accounting experience and a first hand
knowledge of federal taxation desires to connect with
public accounting firm or large corporation. Box 368,
c/o The Journal of Accountancy, Incorporated.

Young man, 27 years of age,
desires connection with firm of
public accountants in Southern Indiana or Louisville,
Ky., territory, or responsible position with progressive
private concern. Box 359, c/o The Journal of Account
ancy, Incorporated.

Indiana C.P.A.

will connect with manufac
turing concern or trust com
pany, audit department, Academic training and six years’
experience in cost work with large corporation. Box
357, c/o The Journal of Accountancy, Incorporated.

Certified Public Accountant

MISCELLANEOUS

Accountant Will Purchase
whole or part of Established Clientele. Must be in New
York or vicinity. Address Box 361, c/o The Journal
of Accountancy, Incorporated.

Cost Accountant

Junior, de
Wanted: Accountant:
sires position with prog
ressive C. P. A. concern or good industrial concern
which gives opportunity for future advancement. Ob
ject C. P. A. degree. Graduate of Public & Cost Ac
counting course of recognized school of Accounting.
Willing to work to interest of the concern with no ob
jections to travel. Age 30 yrs. Address C. H. M.
1320 N. 56th St., W. Philadelphia, Pa.

Situation

Analysis Paper PRICES REDUCED
Quotations and samples on application
THE HENRY O. SHEPARD COMPANY
632 Sherman Street
Chicago, Illinois

of one ac
Desire to Purchase Clientele
count and upwards by
firm of accountants. Box 366, c/o The Journal of Ac
countancy, Incorporated.
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Just What Service Do You Expect
in Taking an Accountancy Training ?
Put yourself in the place of this Vannais Student. (His name
furnished on request)
He has already paid for his instruction in full. He has com
pleted his work, which has received a highly satisfactory grade
thus far.

Now let this student, who seeks the C. P. A. degree, define
Vannais service for you:
“Permit me to state that I am highly pleased with your
training and with the methods used by your instructing staff.

“Your method of keeping after the student, as you did with
me during my enforced idleness, greatly surprised me. The
usual method is to forget all about the student after he has
paid for the course.
“I have had the experience, and am qualified to say this. I
can readily see the reason for your success.”

Such a type of service has met the supreme test for 116 VannaisTrained men have won their C. P. A. degrees since November,
1918. (This total is based on the incomplete returns for the
May, 1922, C. P. A. examinations.) These men have achieved
such results by individual instruction, arranged exclusively for
correspondence study.

Why not investigate for yourself just how Vannais Training,
through Vannais service, can fit your needs? The message is
fully told in our booklet, “Applied Accountancy,” and you can
have it, without any obligation whatever.
Please submit a brief outline of your experience
and aim with your inquiry.

The Vannais Accounting Institute, Inc.
30 Asylum Street, Hartford, Connecticut
ISO Nassau Street
New York

543 Call Building
San Francisco

5 South Wabash Avenue
Chicago

323 Metropolitan Bank Bldg.
Minneapolis

Address Your Inquiry to Hartford Office, Section “A”
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For seventeen years
Pace Institute has been pre
paring men and women for
practice and for the various
Accountancy examinations, and for posi
tions as executive accountant. The courses
of Pace Institute are available in Resident classes and
by Extension through the mails. Graduates of Pace
Institute are everywhere found in successful public or
private practice.
Pace Institute, in New York, Boston, Washington, and Newark,
provides Resident courses in Accountancy and Business Admin
istration— courses that are broad in their scope yet specific in
their preparation for Accountancy or Business.
One Month’s Trial Instruction $7
You may enroll in the Extension Division of Pace Institute for a month’s
trial instruction for $7. There is no obligation of any kind to continue. Write
now for the Institute Bulletin, either Resident or Extension, and a copy of
the helpful booklet, “Your Market Value.”

Pace & Pace
30 Church Street, New York City
715 G St., N. W.
Washington, D. C.

Tremont Temple
Boston, Mass.

24 William St.
Newark, N. J.

